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REVIEW OF HIGER EDUCATION PROGRAMS, 1975 
4juaranteed Student Loan Program 



WEDNESDAY, MABCH 5, 1975 

U.S. Sexate, 
Subcommittee ox EorcATiox of the 
Committee ox Labor axd Public Welfai^e, 

Washington^ D.O. 
The subcommittee met, pursuant to notice, at 10:04 a.m., in', 
room 4232, Dirksen Senate Office Building, Senator Claiborne Pell, ' 
.subcommittee chairman, presiding. 
Present : Senators Pell and Stafford. 

Committee staff. present : Stephen el. Wexler, counsel; and Gregory 
Fusco, minority counsel. 

Senator Pelt.. The meeting of the Subcommittee on Education 
will come to order. 

Today's hearings \rill discuss certain facets of the guaranteed 
student loan program Avhich have been brought into sharp focus by 
various actions of the Administration. They have sent to the Senate 
suggested legislation which attempts to deal with the high default 
rate in the program. 

. Today's hearings will discuss not only that proposed legislation, 
but also the continuing high default rate, and the new policy on the 
part of the Department of Plealth, Education, and Welfare with 
regard to refunds due to students attending schools and how those 
refunds affect the amount of the Federal guarantee. . ^ 

Our first witness today will be the Department of HEW. They will 
be followed by a panel of bankers. 

Commissioner Bell, please proceed. 

STATEMENT OP HON. T. H. BELL, U.S. COMMISSIONER OP EDUCA- 
TION, DEPARTMENT OP HEALTH, EDUCATION, AND WELPARE, 
ACCOMPANIED BY EDWARD T. YORK, JR., DEPUTY COMMIS- 
SIONER POR MANAGEMENT; CHARLES M. COOKE, JR., DEPUTY 
ASSISTANT DIRECTOR POR LEGISLATION (EDUCATION); AND 
KENNETH KOHL, ASSOCIATE COMMISSIONER 

Mr. Bell. I am hai)py, Mr. Chairman, to appear before you today 
to discuss the Administration's legislative proposals "To amend the 
Higher Education Act of 1965 to decrease the amount of defaults 
under the Guaranteed Student Loan Program, to amend the Bank- 
ruptcy Act to limit th^ dischargeability in bankruptcy of educational 
debts, and for other purposes." 

(1)' 
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Before discussing our new proposed legislation, let me bring You 
up to date on* certain" ilfiatters. In September, I testified before the 
subcommittee with the major emphasis on the default problem and 
the administrative actions which were being taken and those which 
were. contemplated in the future. We also provided you with statis- 
tical data on the federally insured phase of the program, and 
emphasized that this should not be confused with data relating to 
loans guaranteed hy State and private nonprofit agencies. And, 
finally, we indicated that resolution of the operational difficulties 
incurred in the guarauteed student loan program were dependent 
upon reliable inforn^ndon, adequate resources, and proper regula- 
tions. Ill 

In connection with regulations, we should report several develop- 
ments. On October 17, we published in the Federal Register pro- 
posed regulations which, for the first time, set forth requirements 
and standards with which educational institutions would have to 
comply in order to participate in the guaranteed student loan pro- 
gram. These same regulations also set forth detailed due process 
procedures for the limitation, suspension, or termination of any 
postsecohdary institution or federally' insured^ knder which do not 
comply with the regulations. Public hearings were held in Washing- 
ton, D. C. Chicago, and San Francisco on the proposed regulations. 
As a result of the comments received, both at the hearings and in 
writing^ numerous changes were made and final regulations were 
published in the Federal Register on February 20. We are con- 
vinced that these new regulations will do much to reduce the default 
problem by providing (1) that students receive better information 
about schools and colleges before enrolling; (2) that each participat- 
ing educational institution maintains a fair and ^equitable refund 
policy and that refunds are paid on a timely basis; (3) that insti- 
tutions providing vocational, trade, or career programs utilizfe 
appropriate admissions criteria and provide students with reinvent 
employment information; (4) that correspondence schools provide 
d^tudents with a schedule setting forth what is required in submit- 
ting lessons, and also further clarify when withdrawal occurs and 
/repayment commences for such students; and (5) that each educa- 
tional institution adopt certain procedures and maintain records 
Whli:h3ill be subject to inspection and .audit by the Office of Edu- 
cation in order to determine that an institution is protecting the 
interests of students and the Federal Government. The regulations 
also establish new disbursement procedures.^ clarify some existing 
definitions, and add other new provisions which should improve the 
administration of the program. 

On February 24, we published a notice in the Federal Register 
providing an interpretation as to the amount of loss that would be 
paid by the Federal Government on claims oHginated by school 
lenders. The problem has several major aspects, including unpaid 
refunds and th^ closing of an educational institution. In the very 
near future, a proposed regulation will be published in the Federal 
Register setting_ forth detailed rules and procedures regarding 
default claims. This regulation is now in the final clearance stages. 

Thus far, we have described both the administrative and reirula- 
tory steps taken to attack the default problem. But legislative 
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changes are- also needed and, for the last several months, we have 
been studying the problem in order to determine those changes to 
the enabling legislation that could further reduce the default rate. 
We would like to clarify at this time the major provisions of the 
Administration's proposal. 

DEFEXSE OF INFAXCY 

Under present law, students may borrow under the federally 
insured phase of the program without security or endorsement, even 
though, under applicable State law, they niay. be minors. Upon 
completing their education-, some of these*^ students have disavowed 
their debts on the grounds that their loan was invalid due to their 
age at the time the note was executed. Most State guarant^^c agen- 
cies do not have this problem because their State laws rule out the 
defense of infancy. While this is not a major problem, it is a bother- 
some one. We propose, in section 2 of the bill, that the Federal pro- 
gram take a similar approach. 

MIXnvrCTM KEPAYiVIEXT PERIOD 

Present law requires leaders to provide borrowers with a repay- 
ment schedule of not less than 5 years — and a maximum of 10 years — 
unless to do so would result in annual payments of principal and 
interest of less than $360, in which case a^ shorter term^is required. 
Some students wish to repay their loans in less than 5 years and, 
recognizing that more interest is payable over the longer term, have 
refused to sign notes for the minimum 5-year term. Section t3 of the 
proposed legislation would provide that the student may waive the 
minimum 5-year repayment period by requesting that the note pro- 
vide for repayment ^over a shorter term. . This provision would 
apply to both State and Federal programs. At any time before total 
repavmont, the borrower would be able to have the shortened period 
extended to a total of 5 years. In order to prevent any coercion by 
the lender as a condition *^ for givinc: a loan, such a waiver may only 
be requested after the student graduates or withdraws from school. 

MINIMUM PAYMIIXT FOR MARRIED B0RR0^VERS 

Present law requires each borrower to repay -his loans at an annual 
rate of not less than $360, principal and interest.^ If two students 
marry, both having loans outstanding, each is required to repay not 
less than $360 each year. In some cases, this presents a 'hardship, 
especially if there are young children and one spouse is unable to 
work. It^ is proposed in section 4 of the bill that, in the case of a 
husband and wife, both of wh5m have student loans outstanding, 
the -combined minimum annual payment on those loans would be 
the same as for a single person — $360 a jear, rather than $720 a 
year. This provision would apply to both the State and Federal 
programs. ^ 

EXCOnRAGE LENDERS TO MAKE MTTLTIPriE DISBtTlSEMENTS 

Many defaults are caused by student dropouts. Because most lend- 
ers disburse the loan in a single installment before the academic 



ear begins — to reduce administrative costs — the student dropout 
as the^ entii.*e loan to repay, even though he did not complete the 
academic period for which the loan was obtained. However, if we 
could encourage lenders to make multiple disbursements, only a 
portion of the loan would be disbursed to students who drop out 
early in the academic year, thus substantially reducing the amount 
of claims . paid by the Government if such students default. For 
example, if 'the $1,500 loan were disbursed in three equal install- 
ments over the academic years, only $500 would have been disbursed 
to a student who withdrew in the first : quarter of a three-quarter 
academic year. If this student subsequently defaulted, the principal 
amount of the claim would be $5Q0 rather than $1,500 as is now 
usually the case, ' ^ 

Section 5 of the bill would authorize certain lenders under both 
State and Federal programs to receive interest subsidy payments on 
the entire amount of the loan to a student for ar given academic year, 
even though the lender disburses such loan in 'installments over the 
course of that year. By providing the interest subsxly on the entire 
loan, lenders* would* be- encouraged to make n^^ltiple disbursements.! 
Any lender desiri^ to receive such interest payments on the basis 
of multiple disbursement would be required to obtain approval 
from the Commissioner. It should be noted that the interest cost to 
the Federal Government would be the same as though the lender 
had made a single disbursement as almost all now do. We also pro- 
pose that this provision^ be limited only to commercial leiiders, as 
school and State agency lenders are not in the loan business to make 
a profit on the interest yield on student loan paper, and they would 
be required by our regulations, published on February 20, to make 
such multiple disbursements. Because the result would be to increase 
commercial lender yield, such lenders should be more willing to 
make multiple disbursements. , . 

KEQUIRE EDUCATIONAL INSTITtJTlOXS . TO PROVIDE STtJDEN':^ ADDRESS AXD 

ENROLLMENT DATA 

One of the problems in trying to determine student status^ or 
latest address is that certain State laws prohibit the schools from 
releasing this data without the. written consent of the student. In 
many cases, defaults could be prevented or recoveries made • on 
defaulted loans if schools were required to provide this information. 
Section 6 of the bill would require each eligible institution to estab- 
lish policies and procedures to provide the latest known address and 
enrollment status of a student borrower to the commissioner, a State 
or nonpi*ofit_private guarantee agency which has insured the loan, 
or the lender. 

INELIGIBILITY OF DEFAULTING^ STUDENT FOR FURTHER STUDENT ASSIST- 
ANCE.^ 

There are students who, after defaulting on a guaranteed student 
loan, return at a later date to another or the same educational insti- 
tution. Some of these students attempt to borrow again under the 
guaranteed student loan program and, although there is no data 



available, couUl^vory well apply for and receive basic educational 
opportunity grant. Ah a generul rule, we do not believe that stioh 
students should be eligible for further .financial assistance under 
these programs until they have taken care of their loan obligation. 
Section 7 of this bill provides that any student who defaults on a 
guaranteed student loan would thereafter be ineligible to receive a 
basic grant or another guaranteed student loan unless he subse- 
quently repaid the loan in full or made satisfactory arrangements 
for repayipeilt. I would like to emphasize that latter part, Mr, 
Chairman, because we would not be demanding immediate payment, 
but we would ask for satisfactory arrangements for repayment. The 
commissioner is required under this provision to give the student an 
opportunity lo show cause why such a determination should not be 
made and the conunissioner nmy decline ;to make such a determina- 
tion if he finds that the circunlstances leading to the prior default 
of the student were beyond his control. This provision applies both 
to the Federal and State programs;— 

EXCLUDE PKOPRIETARY SCHOOLS AS ELIGIBLE LENDERS 

In our assessment of the default problem, it has become clear that 
certain types of lenders have contributed to the problem ir| a., manner 
that is disproportionate to their volume of loans as compared with 
other categories of lending institutions. Commercial banks have the 
best record. Educational institutions who are lenders, the ''worst. 
The high default and deliAquency rates of school and college lenders 
have been under review for the last few years, and major efforts 
have been underway to screen their initial participation and provide 
for an annual review of their lending activities. While this has 
helped to some extent, problems still persist. For example, we have 
examined carefully the data derived from our annual ^call report" 
which all lenders are required to submit. This report p^ rides infor- 
mation on loans outstanding, loans in repayment status, and delin- 
quency data on loans in repayment. Delinquency rates are calculated 
on all loans that are t30 days"^ or more delinquent. 

At the end of fiscal year 1073, the national delinquency rate for 
all lenders was 11.7e3 percent. This applies to both the Federal and 
the State programs. By the end of fiscal year 1074, this had risen to 
13.1 percent, based on' preliminary reports out of our system. ^ 

As a result of our efforts to niore closely monitor educational 
lenders, the delinquencv rate for college and university lenders 
declined from e36.3 percent at the end of fiscal year 107e3 to 30.8 per- 
cent at the end of fiscal year 1074, 

However, with proprietary school lenders, where most of our 
major efforts were direcfed, their delinquency rate increased from 
38,5 percent at tbe end of fiscal year 1973 to 46.3 percent at the end 
of fiscal year 1974. This figure requires clarific^ttion because the call 
report imlicates only loans currently held by the school lender. JIany 
of the proprietary schools have been able to sell their paper to ather 
lenders. We suspect that, 'if the data were available, the delinquency 
rate of proprietary school lender's originated paper would be even 
worse. Because there has been so much movement of proprietary 
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school originated paper, we are unable to have good data" on either 
delinquency or default rates. 

We are now convinced that the best solution would be to amend 
the statutory definition of 'Eligible lender" to exclude proprietary 
* titutions from that term. Section 8 would make such amendment. 

e must emphasize that we are in no way suggesting that pro- 
prietary school students be excluded from being able to borrow under 
the program. We feel that pruden,t administration of the guaranteed 
student loan program should recommend that such schools not be 
permitted to take part as lending institutions. Thus, we Avould pro- 
pose that such institution's be permitted to continue to be lenders 
until Jiine 30, 1978, with res^^ect to thos6 students to whom they have 
already made loans and who need additional loans to continue or 
complete their educational programs. 

DISCHARGEABILITY a;N BAXKRUPTCY OF EDUCATIOXAL LOANS . 

There has been on increase in student loan bankruptcies. From 
the inception of the program through fiscal year 1972; these totaled 
2,146 for $2.4 million. The cumulative total reached 8,969 for $11.3 
million as of February of 1975. .., 

There has been much criticism in the press over the number of 
students who borrow under tlTe*^ guaranteed student -Iqan program 
and then fail to honor their obligation to repay by taking personal 
bankruptcy. While, as a percentage of total loans or total defaults, 
bankruptcies are a relatively small part of the problem-, in absolute 
numbers the growth has been significant. A congressionally appointed 
^pmmigsion considering changes to the bankruptcy laws has recom- 
mended to the Congress that education loans be exempt from bank- 
ruptcy during the in-school period plus the first five years of re- 
payment. . ( 

As it may be a long time before the bankruptcy laws are revised, 
we are proposing a separate amendment to accomplish this purpose. 
Section 9 of the bill would amend section 17 of the liankruptcy Act 
to provide that educational debts would be exempt during the in- 
school period and the first 5 years of repayment. Enactment of this 
provision will have an immediate effect on reducing the number of 
bankruptcies in the student loan program. / 

"While some students may still default on their loans, Buch losses 
may still be recoverable, whereas presently they are not, if the 
student's debt has been discharged in bankruptcy. 

Mr. Chairman, that completes our summary of this legislative 
proposal. ' *' 

We shall be pleased to answer any questions. 

Senator Pell, l?hank you. Commissioner Bell, for a very excellent 
statement which I have had the opportunity to review. It has many 
gojQ^ ideas. 

£^cidentally, in connection with that last point about the bank- 
1 ruptcy provisions, that would have to be referred to the Judiciary 
Committee. You ma}' have to break the proposed bill into two pro- 
posals. Otherwise, we might find the education portion locked up. in 
another committee, or we could secure some kind of agreement from 
them. 
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Would you be kind enough to introduce your colleagues for the 
record? 
Mr. Bell. Yes. 

Charles Cooke, Deputy Assistant Secretary for Legislation firpm 
the Department of HEW. Mr. Ed York, who is Deputy Commis- 
sioner for Maxiagement in the OfRce of Education. It is in his organ- 
ization that this program is lodged\. Kenneth KohU the Associate 
Commissioner, in charge of the gu.*ranteed student loan program, 
just joined us in September 1974. He has a financial aid officer Avith 
Princeton University. / 

Senator Pell. Now, going to the br^sic question as to the present 
rate of default, about 6 months aj^cT^^e were discussing whether it 
was 24 percent or 18 perGentr^Tire'GAO estimate was 24 percent, and 
the Office of Education estimated 18 percent. 

Now, as I understand it, you are saying that the present general 
rate of default is 11 or 12 percent. 

Mr. Bell. Mr. Chairman, this is a different matter from default. 
This is the delinquency matter. I think I ought to call on Mr. Kohl 
or Mr. York. Mr. York, maybe you can make that distinction. I do 
not think we made that distinction as well as we should have. 

Senator Pell. I would like to be educated on the difference between 
delinquency and default. 

Mr. York. Yes, Mr. Chairman. We refer to the delinquency rate, 
which is in fact not the same as'the default rate. The delinquency 
rate.Tefers to those numbers of loans where the borrower, after the 
loan has matured, is past due in making his paymeni 
Senator Pell. I am sorry, repeat that. \ ' 

Mr. York. Where the borrower, after the loan ^las matured, and 
payments are due, is delinquent in makin^paymeiKS. Th^ does not 
mean the claims have been filed with the Federal Government, 

If a payment is due after the maturity of the note, and the bor- 
rower does not make the payment within 30 days after the date the 
payment is due, the note is considered to be delinquent, - 

Defaults, on the other hand, relate to claims thi^t haye in fact 
been filed with the Federal Government, where the lender has deter- 
mined, proceeding through due diligence, and all the other thin|rs 
he is required to do, that that loan is uncollectible as far as he is 
concerned, a claim is then filed with the Federal Government, and^we 
pay the lender the amount due under that loan. 

Senator Pell. It is the degree of seriousness, like absent without 
leave, or deserting? 

Mr. York. Yes: that probably is a fair analogy. ' 
Senator Pell. Why is delinquency, which is less st^rious, a smaller 
per cetitag(i than the default rate ? ' 

Mr. York. Because in discussing delinquency rates, we are talking 
about the total program vei^sus just the Federal program on the 
default side. 

Senator Pell. I see. So the delinquency rate is like a stage that 
you go through before you get to default? 

Mr. York. That is correct. EVery delinquency would not become 
a default. There may be many cases why a student would fall 2 weeks 
or 30 days, or .60 days behind in payments, but continue to make 
payments. 
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^ Senator Pell. The dofautt rate would not inchule the delinquen- 
cies? . 

^Ir. Yoi^K. Xo, they are different. * 

Senator Pkll, In other ^vords; when the G-AO^ or you say that the 
de/ault rate is sonle^yhere bet^veen 18 and 24 percent', that Woidd not 
inchide the 11.73 delmquency? - - 

Mr. York. That is correct'. y 
. Senator Pell. You would have to add that onto it ? 

^Ir. York. T am not sure that you cj^n make an addition and come 
up with a meaningful figure. There is such a distinction between 
the two in that delinquencies do not necessarily become defaults. 

Senator Pell. But everybody who is in default has been delilT=- 
quent. 

Mr. York. That is true. 

Senator Pell, So in other ^vords one would fit into the other. . 
. What do you consider your present rate of default ? 

ilr. Yoi^K, Our present rate of default is essentially, as we testi- 
fied to you about 6 months ago, and it is 18 percent in the Federal 
program, and approximately ll.;i percent in the combined program, 
Feaeral and State guaranteed agency program. 

Senator Pell. You woiild adhere to your figures over those of the 
GAO? / 

ilr. York. Well; itiir, as we testified to you before, we do not dis- 
pute the figures that: Hie GAO provided you. 

As a matter of fac;f, we agree with them completely. But there 
is a certain assumptioji which goesjilong with that 2-4 percent that 
GAO provided. That , assumption is that no further loans would be 
made after dune 30, 1974. And that the default rate then relates 
to all of those loans rhat had already maturjpd and would mature 
tliat had been made prior to eTune 30, 1974.'^ 

The default rate fifgure of 24.3 perci?nt is a linear extrapolation 
and a forecast only if no action were taken to correct existing prob- 
lems. Our 18 percent figure is an estimate through fiscal year 1975 
and does not envision the program ending as of elune 30,*1974, but 
includes fuither loans being made, a larger matured volume, and^ 
our being able to take some actions to reduce in fact that default 
rate. 

^Mr. Bell. My feeling, ^Mr. Chairman, is that that rate may even 
climb higher under the present economic situations. 

Senator Pell. This is what I -was going to go into. 

Mr. Bell. Because of the large amount of youth unemployment, T 
think we ought to candidly admit that this is a very real possibility. 
T am worried about that prospect. 

Senator Pell. I recognize that, and as far as the amount that is 
})redictcd goesj it would depend really on the state of the economy 
in great part. 

Mr. Bell. Yes. One of the questions often raised, and I might jus{: 
offer this, is why the Stiite rate is so nmch lower than the Federal 
rate. ' \ 

We are sort of. getting^ the needle on that now, and we are asked 
w^hy our rate differs from theirs. And among other things, we guai'- 
antee all eligible institutions, and we have many more private pro- 
prietary institutions. ' ^ 
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* In fact, in some States, where th^ just work with the public and 
nonprofit institutions, we, bv law, underwrite or criiarantee <iii'ecay 
the private proprietaries, and that is where the higher rate is. That 
has something to do with the quite large difference there is. 

They do have some programs which do cover some proprietary stu- ' 
dents. *We ought to constantly be looking at howsotne States manage 
this, with a low default rate,' and ask ourselves if we can learn more 
about it. . 

I am not trying to obscure tliQ fact that there is a possibility that 
they are better managers than we are here on the Federal level. 

Senator Peix. In fiscal 1974 the appropriation necessary to cover 
defaulted loans was about $90 million. For fiscal 1975 the adminis- 
tration estimated $115 million would be. needed. Eising c^^^f^^^^^^ ^'ates 
required you to increase this figure, to $198 million, a rise of $83 
miliion over the original estimate. 

' Yet for fiscal 1976, the coming fiscal year, tjae budget asks for 
$202 milliok to cover defaults, an increase of only $4 million; ; 

How is it that you estimate such a low rate, of increase, particu- 
larly in light of the present depressed ponditions of the economy? 

Mr. Bell.1 Mr. York, would you respond to that ? ^ . 

Mr, YonK. I think there are a number of factors, Mr. Chairman, 
which relate to that. Certainly an important factor is the substaii- 
ti/^lly increased collection efforts'tTiat we are undertaking^ under this 
program, which we estimate will return substantial additional dot- ^ 
lars in fiscal year 1976, much^more than we had been able to collect 
on defaults in previous years. i i • - 

Also, we believe that some of the actions we have taken adminis- 
tratively, and through regulatory procedures, will start to have mi 
impact on that overall default rate. 

We really see a leveling of the eventual loss rate to the (jovem- 
ment. The actual default rate itself, the claim rate, numbers of elaims 
filedVith us mav still increase slightly. Rut our efforts to get collec- 
tions, and therefore affect the eventual loss rate to the Government 
we think leveling. ^ ' i 

We see a leveling for 1076. of the actual loss rate to the (Tovern- 
ment. That basicallv is the answer. 

Senator Pki.l. Since we last spoke with ca(?h other at the hearing, 
you have increased the luunber of people who ai^ engaged in trying 
to collect these loans, • * . t - i 

Has it doubled in number, increased 1)> 50 perc-nt, what is the 
percentage? 

Mr. York. Much more than that, ISlv. Chairman. ^ 
If we go back to Februarv of 1974, we had a total of 26 people 
who were dealing^ with collect jouB. under the Federal program. Xow, 
recognize that is about half of the program'. In the State program 
we do not make collections on the defaults. The States have that 
responsibility. / ^ ' . . . t \^ 

At this point in time we have.lBi) positions allocated tor collec- 
tions in our regional offices with 129 of those filled. So there has 
been a verv, very substantial in<!rease in the amount of personnel. 

I might 'point out that although we have had this substantial in- 
crease in the past few months, that the lag bt^tween growth {Incl 
volume in this program, and the provision of resources, personnel 
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resources, to stay uri with this, has run between 2 and 3 years. There 
has\ been a 2- to 3-year lag between a tremendous vohime increase 
in tl^e program and the provision of additional resources to try to 
stay on top of tlie prograrit/--^.,_^ 

Senator Pell. The diffei *enceT)K^vipn the State and Federal pro- 
grams, from the point of view of collection, is in favor of which 
group? 

' Mr. York. It was in favor of the States.* 

Senator Pell. The (States are doing a beti^er job in collecting? 

Mr. York. Yes, they^ "svere. 

Senator Pell. Why would that be ? . 

Mr. York. I think to the degree that relates to the fact that they 
have had substantially mote resources; if you look at the total State 
programs, the total resources ,pf all of those State programs, far 
exceed the number of people who are monitoring the Federal pro- 
gram, 

Mr. Bell. I believe also, Mr. Chairman, it relates to the fact that 
we make loans to a higher risk clientele than most of the States do — 
to many of the private proprietary group's, and to many low-income 
groups. This may have k factor in it. 

Senator' Pell. How is the deciision made that some States will 
have their own program and other States will not ? 

,Mr. Bell. That is up tf> the States, Mr. Chairman, by their own 
State enactment, and their o^tn State legislation. 

Senator Pell. When a ^tate does it, the P^ederal Government does 
not get into the picture c/?^mpletely then ? 

Mr. Bell. That is ndt entirely correct. For most State programs, 
we reinsure the guaraiitee agency to the extent of 80 iVercent of its 
losses on defaults and 100 percent for death and total and permanent 
disability cases. Loans guaranteed by these States are also eligible 
for Federal interest benefits and special allowance payments; In 
addition, we do provide Federal insuimice to lenders m States for 
lenders which operate on an interstate pasis and for students attend- 
ing schools not eligible under the State^rogram. This is one reason 
why we have suqh. a significant proprietary school volume in the 
Federal program and whv Federal loans are beinff made in all 50 
States. 

Mr. York. Although there are. 26 Stfit6 programs, the Federal pro- 
gram is operative in all 50 States, because the State programs do 
not cover the entire universe of students who are seeking loans. And 
any State where the State program does not provide access, the Fed- 
eral program does. | 

So that we in fact operate in all 50 States, even though th^Te 
are State programs in 26 of those States. [ 

Senator Pell. You are like the SBA wpttild be to the commercial 
banks. 

Mr. York. At least we insure those loans that 'the State will not 
insure. • 

Mr. Bell. It might be of interest, Mr. Chairman, to say just Jor 
the record that since the program started we have"- made over 7 
million loans. And a total of almost $Y.Y billion, and there are nearly 
1 million ne^y loans a year made to students participating in the 
program. 
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\0no. of the things wc are interested in is the cost -benefit study on 
. this. 

We know what it is costing the Government. We have read a lot 
about the high default rates m the press, and we are also concerned 
about it. 

We think that maybe some study of the economics of this program, 
what it is doing for making taxpayers out of persons who otherwise 
may be tax eaters, and so on, may havp some interesting aspects to it. 

We are interested in doing a detailed analysis and cost study on the 
cost benefits of the program. ^ 

Senator Pell. Could you give us iji brief overview of what is hap- 
pening at the DalkvS regional office^ and Amherst, Mass? Bpth of 
these have been drawn to my attention by the press reports.^ 

Mr. Bell. I will call on ]Mr. York and Kohl to talk about 

this. ' ; 

Mr. York. In th^ Dallas situation, Mr. Chairman, there is an on- 
going investigation which at this point is within the control of the 
lis. Attorney. There are at least three Federal bodies involved in 
that investigation; the FBI, the Customs Service and the Depart- 
ment of Health, Education, and Welfare through its Office of Inves- 
tigations and Security. 

Because of the fact that it is an ongoing investigation, there is 
not a great deal of information that we have avarlable to us, or that 
we can disclose in any open forum. It is of public record that at this 
point there have been four employees discharged, .and there w.as one 
vurther employee who was suspended, and upon being suspended, 
resigned. AH five of those were m fact employees of the Guaranteed 
Student Loan Program in the Dallas office. 

As I say, that investigation is ongoing, and we are not sure how 
long it will take for the U.S. Attorney to conclude that investiga- 
tion. ' , 

Senator Pell. Wliat is happening with regard to the program 
^ there? Do you have new people who have gone in to administer it? 
Is the program going on ? 

Mr. York. Yes, sir. We asigned a senior person from our San 
Francisco regional office to move into it and to take over tlie running 
of that program in the Dallas office, and the program is operating on 
a day-to-day basis. 

We are doing everything we would normally do in that program, 
while at the same time trying to assist the 'U.S. Attorney in his 
investigation. 

Senator Pell. How many people were in the office before the in- 
vestigation started? ' . 

^Ir. York. I am not sure of what the number is. 
' Senator Pell. A dozen, two dozen ? 

Mr. York. Fifty-one positions are assigned to the DtiUas office this 
fiscal year. / 

Senator Pell. Your thought is there are only four or five rotten 
, apples in that whole barrel? 

Mr. Bell. I think we ought to be very cautions about that, Mr. 
Chairman. Tha|t is all we know of at this time. But the investigation 
, is going forwai|d, and we hope that that is all there are, but I think 
we ought tp be very careful and very open about' the fact that we 
just do not know. We may have more than that. 

IT) 
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]Mi\ i^)KK. It nvifjht bo important to know tliat as a result of some 
of the Ifhinfjs that have been disclosed that led to the four employees 
beinf^ discharged, we have an ongoing study in all of the regional 
offices related to our procedures for luindling collections. 

This review is being luadc by the IIKW aud-if stall' to insure we 
have adequate control of all the cash flow in all the other regional . 
offices. 

Senator Pell. Does the Department have the equivalent of an in- 
spector's office? 

Jlr. York. The Department of HEW, at the Department level, has 
an Office " Investigation and Security, and we call on them. 

Mr. E We do not have snch an office in Dallas, so the Atlanta 
officials . to come over. 

Senator Pell. What officials? 

Mr. Bkll. The Atlanta regional office investigative officials were 
assigned to the case. HEW investigative sta^ is quite limited. They 
have only seven investigators in field office.<, and only two to cover 
the 15 States in regions IV and VI. They ctid not have any stationed 
in the Dallas office. 

Senator Pell. What exactly happened? Could you give a brief 
minute summary of what occurred? 

^Ir. York. Tliere were apparently some nm'isual procedures being 
used in i^'ome of the collections activity,, and there were questions 
raised as to whether all payments that were in fact received iiuthe 
office were credited to the accounts of the stvrdents who made the 
payments. * 

Mr. Bell. I wonder if ^Ir. Kohl ought to add a little bit more to 
this. 

Mr. Kohl. There is also the current possibility that certain loans 
were irtsured-at the regional office level, and should not have been 
in.c;ured. 

Senator Pell. For what reasons should they have not been in- 
.c:nred? ^ 

J[r. KoTiT,. They were ineligible for insurance from the standpoint 
of the student,- the school, or what have vou. 

Ml*. Bell. One of the things, ]Mr. Chairman, that we are concerned 
about is that we have rushed a large nmnber of nOw employees into 
this pi'ogram, and we are concerned obout the fact that with that 
large numbei*, and our urgency to get oh top of the program, that 
we have adequate training and adequate understanding of pro- 
cedures. And as happens in a new program, new staff members, there 
is a cei'tain shake(Town period when they do not know their duties" 
as well as they ought to. 

I should indicate we have had training for these staff members, 
and we have to ask oui*selves if it were effective enough. 

Of course, in the matter of dishone.'^ty, I guess no amount of train- 
ing could take care of that, obviously. 

Sonatoi* Pell. T am not sure shakedown is the right expres.sion. 

Why is the (^ustoms Bureau involved? 

]^^r. York. I am not sure we can adequately speak to that, because 
it is an ongoing investigation. 

yh\ Bell. T think we can say there may have been .some other 
activities not involved in the Guaranteed Stvtdent^. Lofin activitv-. 
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Senator Pell. Maybo wo. will get the Narcotics Bureau in next. 

Now, can you explain what is going on at Amherst. Mass., al- 
though I realize the inhibitions caused by an ongoing investigation. 

Mr. Bell. I think Charlie Cooke can respond to that. I do not 
believe it is directly GSL. . . 

Mr. Cooke. My' understanding on that one is that this is under- 
going investigation by the FBI currently. I do not have a lot of up- 
to-date data on it, 

I believe the T.S. Attorney is also in this investigation. 

I am not yet seeing any evidence exactly of what Office of Educa- 
tion money isanvolved in this. I do not believe, at least what I have 
seen so far, that there is any guaranteed student loan money. 

My understanding was that there were some allegations with regard 
to the use of Federal moneys which essentially was OEO money, I 
believe, that was going to the University of Massachusetts in Am- 
herst for career opportunity program. But that is sort of the level 
of my understanding of this problem. It is under investigation at 
the current moment. 

I can attempt to get further information for you. 

Senator Pell. It seems to me that our information is coming from 
the press at this point. 

If there is anything that can supplement the press report, we 
would be very interested in having it. 

Going-to your suggestion about eliminating the defense of infancy, 
so students can be held accountable for loans, no matter what his 
ago was, would having a cosigner who is an adult be as effective a 
remedy ? ^ 

Mr. 'Bell. We considered that, I am sure. 

Mr, York, would you respond? 

Mr. York. I would like to call on ]Mr. Kohl to respond to that. 
Mr. KoiiL. A coborrowor, if I understand your question, it is why 
is not a coborrower or comaker good — ^ 
Senator Pell. A cosigner. 

Mr. York. ITsually what this will do, Spnafor, is sometimes inhibit 
the lending of the fund because there are many times that we under- 
stand low-income students cannot get a comaker, yet they still need 
these funds to go to school. 

So T think that would work, in some cases, but it would not in all. 

If we are interested in access, I think defense of infancy has to 
be part of this legislation. ."^ 

Senator Pell. Whtit happens when a student has gone into default, 
dropped out for a year or. two so he can earn more money to con- 
tinue school, and then been penalized because he is in default and can- 
not get a basic grant ? 

Mr. KoiiL. You mean refusing the student additional funds be- 
cause he has defaulted ? 

Senator Pell. Yes. 

Your legislation would say no more funds could be loaned nor 
could a basic grant be granted when the student is in default. 

Yet, the very student who is in default, might have def^tulted to 
earn more money to complete his school. 

Mr. KoiTL. We were very careful in this area. We saw this pitfall. 
That is, why we put that piece in there about satisfactory arrange- 
mmis being made. , 

' 17 
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We would not just cut him out of everything and blacldist him, 
because he is a defaulter. We find students who default because of 
inability to pay, true inability, should positively be allowed to con- 
tinue with some sort of Federal funding. That is why that piece is 
in there. 

Senator Pell,. How do you determine tliat? 

Would a student, let us say, in ^''opeka, Kans., where the nearest 

^ Office of Education ma,v be a long way away 

Mr. Kohl. Kansas City. 

Senator Pell. How would that youngster make his need known? 

Mr. Kohl. I think he would have to communicate with the re- 
gional office, and they, would have to make an individual judgment, 
sir. ' 

Senator Pell. That would be pretty difficult for many youngsters 
of 18 in the ghetto areas. 

Mr. Kohl. It would depend upon their need for the money. 

I have found that when funding is desperately necessary, they 
will do almost anything. As u matter of fact, stuclents who cannot 
get loans regularly call me, so I am not inclined to State they would 
be reluctant to do that, sir. 

Senator Pei^l. I am not sure I would agree with you. 

I- think the bWc grant should remain as is;, as a matter of right, 
with no inhibitions on it. Perhaps a compromise that Congress may 
make on this is ta leave the basic grant still available even if the 
youngster is in default biit'have a special requirement for the loans. 

What would be your reaction to that ? 

Mr. Kohl. I think that is an alternative, sir. 

Senator Pell. How disagreeable is that alternative to the Admin- 
istration? V 

Mr. Kohl. Well,\ Icnow the basic grant is considered a right, but 
we are dealing with Federal assistance. 

Xow, is it unreasonaJbla for us to ask a student's cooperation in 
arranging to repay 'a loan through the. lever of the basic grant? . 

I do not think it is unreasonable for us to do that. After all, we 
are providing the student with an education, in effect. And, in re- 
turn, I think he would be willing to cooperate, or she would be 
}villing to coopei;ate, with us.* " - ■ 

Senator Pell. I just see more problems th^in you do for the young- 
ster that is involved. 

Mr. Kohl. I am" familiar with the bureaucracy, but only lately, sir. 

Senator Pell. Would you dejiite for the committee, your idea of a 
fair and ecjuitable refund policy? 

Would it apply to private Schools like Harvard rtnd Yale, and State- 
run schools, as.it does to {proprietary institutions? 

Mr. Bell. Would you respond to that, Mr. Kohl? 

Mr. Kohl. Yes, sir. 

It would apply to- all schools. It would apply to Harvard as well 
as to Computer Learning Qenter. , 

The definition of equitable rebate is laid out in those- 

Senator Pell. How would you define it ? 

Mr. KoH^.. I think tlje elements for definition were laid out in 
there. But the reason .we did not, come out with, let us say, -pro 
rata rebate policy for all schools is that we felt all schools were 
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different, and we would have to make decisions in many individual 

Senator Pell. Going back to the infancy question for a nionient, 
can you furnish for the record the number of borrowers under both 
Federal and State programs who have invoked that defense? 

Mr. York. As much as we would like to, :\Ir. Chairman, we ]ust 
do not have that data. 

SenatorPELL. Canyoudigit up? ^ 
. Mr. York. I am not sure now we can get it at this point. VVe ]ust 
do not have solid data. . icq 

Senator Pell. Is there any way ybu can give us a rough hgure? 

Mr. Bell. I fhink we ought to make an attempt on that. 

It is pertinent to our testimony, and I think we ought to make 
every effort to provide that for^ you, and we will struggle with that,. 

^ . Mr. Chairman. \ ^ -, - -i 

[The information subsequent^ supplied follows :J 

Rough Figure of Xumber of Borrowers Tnder Both thk Federal and State 
Program Who Have Invoked the Defense of Infancy 

As we indicated, data are not collecied wUich would iiermlt us to provide a 
snliri estimate "Under the guarantee aiency programs, the defense of infancy 
fs generX not a problem as most |tate laws under which these agencies 
operate prohibit the Infancy, defense, in addition, there 

bltlon against obtaining endorsors a.f there Is under the Federal Program 
(except If under the applicable law, the agreement would not create a binding 
obligat on) guarantee agencies require endorsors, (one only for those 

miKl years of age), twenty-one agencies. permit endorsors at the op ion o/ 
"nder and six of these require endorsors for ^^'^'^^ 

agencies prohibit endorsors. The number of borrowers who have in%oked the 

' t^erlhe F^ai p'Sm,' iT^^^^ to assume that 5 percent of cumula- 
thVlfaXTo da?e could be attributed to the use of the ^^^^^^If -^^^^^^^ 
the total number of borrowers would be 8,300. We would expect that this is 
L reasonab™^^^ but have no factual data to support this assumption. 

Senator Pell. Thank you. . , \ u c,r.oii 

I agree with you two about the bankruptcy. It may be . small 
* quantitatively no^\\ but its use is growing and you are right; sharp 

action should be taken to stop that., 
' I am concerned that the proprietary schools wou d be excluded. 
This is the most significant proposal you have made, that pi'opnetary 
^ schools would be removed from tJiis program after hscal year lJr« 
as lenders thertselves. . ' i. ^^^f 

Will this not deprive the very /groups in the community that most 
need basic education from gettinfit it? ^ ^ ^ \ - - g 

mat would you think woukl be the impact of such a decision ^ 
Mr. Bell. It was our feelings and maybe ]\|r. Kohl ^J^^i | ^^^^ 
ought to add to this, it was our feeling that they would be able to 
get their loans through the normal route, and we have been con-, 
cerned because of the enormous default x\ate and a possibility ot. 
them using the loans as a capital for their institutions, lhat is why 
we must move in an this. , , , ^ ^ u ^.-t^ 

I share your concern, Mr. Chairman, about the whole mattei ot 
the student loan program. As we struggle with the default vate we 
have got to make sure we do not lose sight of the purpose ot -the v 
program which is to permit student access to schQols. 
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If l ean just deviate a minute; 

Unlike a banker, we have the responsibility to make loans to 

• those whose credit is not very good. That is the whole purpose of 
rates^™^^'^"^' ^'^^ shouU expect reasonably liigh default 

r,3' 1'''^,,^^^" terribly high with private proprietary schools, 
mrticnlarl.v those which act as their own lenders, and recycle money' 
because it is Federal money that is. used to pay default claims, this 
has been a source of great concern to us. 

Maybe you could add something, Mr. York, so we could give a 
rnm-e full response to what I think is a very pertinent question. 

Mr. York. I think, Mr. Chairman, that we, with all the other 
things we are doing, we are trying as. hard as we can to remove some 
of the unattractiveness that this progi-am may have had in the past 
to commercial lenders. So I tliink our basic feeling is that if we can 
do enough of that, that we will not deprive these students of the 
opportunity to get a loan, by eliminating proprietary schools as 
lenders that what we hope to be able to do is to encourage com- 
mercial lenders to participate in the program to even a greater 
extent and to pick up that piece of the program. 

We are talking about a relatively small number of schools at this 
moment,'41 active lenders, I think, this would effect. 

Senator Pew. Out of the present number of schools that are 
■ lenders, a small number are proprietary schools, you say only about 

Mr. York. There are 41 proprietary scliools qualified as lenders 
at this point. 

thes64ir "^^^^^^ ^^^^^^ ^^^^ sharper operators, 

Mr. York. Yes, I would have to answer that in the affirmative 
henator Pell. Then the whole spectrum of proprietary, schools 

would not be too upset at this provision ? 

c^?^""; ^"'V^-. I, not attempt to spea]c for all proprietary 

ff ? Ii?"* ^ ^""''^^ percentage of them. It onlV 

attects those^who have previously been qualified as lenders and does 
not affect all the pj-oprietary schools that, have not been lenders 
under the program. . . 

Senator Pell, my wouldn't it .be better to relate this to perform- 
ance of a particular school? Therefore some of the proprietary 
schools that have really done very well and are doing a superior iob 
could con mue to operate, while the others that have exploited stu- 
dents would be excluded ? . 

• 7^^^^ '^^ basically what we have been tryinc to do up to 
now, Mr. (.hairman. ■ i 

The problem is that olir action there is an after-the-fact action 
1 .J"^ wait until the horse i.s out of the barn, if you will in 
order to ^ke action We feel that this pl-ovision. that we are going 

to close tlmt door before Hie. horse gets away from us completely - 

Senator Pell, my not mhke it more basic ? 

Instead pt pointing a,-:fii:iger at the proprietary, why no^ sav that 
any mstitufion that lias "a default rate of more than A percent 
wherever ydu want to set it. is ineligible to be a lending in.stitution ? 

20 
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Mr. YoRKv In the rogiilation.s that were published on February 20, 
which will go into effect in the near future, we do have x)rovisions 
such us that which will allow us to either limit, suspenct or termi- 
nate either schools or lenders, who are not performing up to the 
standard that we think they should be in this program. 
^ But, again, it is an after-the-fact determination. I think the statis- 
tics that we do have show that the default rate is so high coming 
from this particular category of lemler, that we feel that it is neces- 
sary for us to remove them from the program, that category, of 
lender. 

Mr. Bell. I think !^^r. Chairman, if yo^ would agree, it might be 
well for us to discuss this in some detail with your staff and weigh 
the alteifliatives. ^ ' 

Senator Pell. The thought that goes through my. mind would be 
if you set it at 50 percent, it would probably laiock oUt all of these 
48 sharp operating schools anyway, and yet would not prevent some 
gY)od schools, like oiie I remember going tlirough in my own home 
State a fe\v weeks ago. It was the Hall Institute, a drafting and 
business school, and I was terribly impressed with the job they did 
and the placements of students who went through this school. 

Mr. Bell. I think, in fairness, we should say we do not Icnow that 
they are all sharp operators, but the probability ties are high. 

Some of them' may be very fine. The thing I want to avoid is 
classifyiixg theiri<all in a negative light here. We do know enough 
that this is a problem j|,rea. 

One of the things, as we weigh the record, which we must do is 
to look at the clientele that some of them relate to. We might -find a 
20-percent default r,ate at one institution and a J^iVpei^it rate in 
another institution tliat is serving a different clientele. 

But I loiow this needs some examination and discussion, and we 
will be happy to gp into it further with your staff; 

Senator Pell. All right.. 

Finally, could you explain in very simple terms how the refund 
policy will operate? . ' 

It ^eerns to nie we are- asking banks to take a loss if the student 
pocketsL the refund, or the school goes out of business and did not 
make, a refund. You may find the banks tending to pull out of the 
program. " ^ . 

Also T would like to know whether this policy that you are pro- 
posing has been cleared within the Government by Treasury? 

Mr; Bell. Yes, Mr. York, w^uld you respond \o both , questions? 

Mr. York. jMr. Chairman, are you referring to the public notice 
that was published on February 24? 

Senator Pell. Yes. ^ . 

Mr. York. T think that we have attempted to define in that notice 
what we- think is a . reasonable approach in (^nlv an outline form 
relating to refunds, and how refimds will be applied and not applied 
for the payment of claims. 

We have not specifically defined what the amount of claim would 
be that would be due or not due other than set a basic paranieter. 

So we have not really defined specifically the amount of refimd 
that is due or not due. . ' 




IS 

We have said that it should not be any more than an amount 
which is equal to the amount of education that the individual 
received during the period that they were in school. But that has a 
maximum, without definin^j what it should be within that context. 

Senator Pell. Do you think you could sharpen up that definition 
within the next couple of weeks while the record is being left open? 
Mr. Y( ^ Yes, sir; that is wliat we intend to do. 

RegiU .uions that are no. win final clearance will. define that in 
much more detail. 

Mr. Cooke. I might respond, Senator, to whether or not the 
Treasury participated in the development of the notice of Februaiy 
24, and I would say that Treasury was in the discussions with us as 
we began to develop that notice. 

I would not saj^ they had a formal concurrence, but they did 
participate in the initial discussion on development of that notice. 

[The information referred to follows ;] 



22 



19 

ANiy i>ni ' As_ iinri^ i'" 'ulT'." '^ 

The pi'oposed rule piibli.-l^cd o-. M.ircb J>, l'.'7r>, tlocs not provide a sp'-.-ific 
dcfinitioxt ojTactiial ar'ounts of rolunds that wi!) be calculated. The pri^pos 
amendments specify that, under certain circumstances, a refund v.'hlch has 
becoipc due but has not been paid will l)e treated as a paNmcnt by the studcn'c 
on the loan, and that under other circur;stance.s, the lend or *^ and assignees 
of loans will have responsibUity to attempt collection of such refunds. 
Section 177.52 defines the conditionb for th determination of the airount 
of loss on default claims and l;ow refunds affect the amount uf the unpaid 
balance. A capy of the publication is provided for tlie record. 
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DEPARTMENT DF HEALTH, 
EDUCATION, AND WELFARE 
Offic* of Education 
[45CFR Part 177] 



PiOfOSED RULES 

an academic Urm; *nd (5) whether » ^^'.^^^""'^ ^^^T^^HZ 

iMider which 5 not an •ducatlonaj In- Commkalontr'i approral IX he deUr- 

.t?tt JJbSwWch hM a rel»' mine, that no on. haa been adveraeW 

ihcMiid ba reaulred to awume ctrtaln «- ^ remedied on a timely bails. 

aSbmu^ oPVlSi^nd of Tbu». IX a lender dUcoven Buch nn un- 

(a)(1) of tha Higher EducaUon Act of iXouent holdar. a«aln.t fuch Icfal mant. and^ prior to the thna wvp^^ 

U«5, M amended (20 U.S.C. lOta(a) (D. JSjSoo m fraud or foriery on the part (oth^r than tha lender) haa rdled upon 

tha Commluloner (U EducaUon. with the j ^ j ^ p^^j, ^ the mak- tha endonement. the ComwiUiloner wlU 

approval of tha Secretary of Health, ^j,, j^,^ jSlch would be arallable not deem the loan to have been Told ab 

Sucation. and Welfare. ProPo«» to ^ ^he SudertC In addlUon. the Act. par- inlUo. Rather, the (^ommluloner wlU 

amend Part 177 of »nUe 45 of the Coda u-STriy at 20 U.S.C. 1077. and tha refu- rlew tha defect ai havlnt been harmless 

of FWeral RefUlaUona. by amendlrui i" u^^^p "vide for a n^^^ up to tha tima of It* deletion and w.lU 

H 177.44 and 177.49 and.addlni I 177.52. which must ba met IX a loan U to . ratify tha iniurabUlty of tha loan, 

as Kt forth below. The purpoM of the« ^ imurable. Subject to tha provUlon* 2: Tramfen and aiMianmmU ^JJJSLP 

amendment* la to clarify the amount of ^ prcpoted amendment to | 177.44. notei. Tha cUtuU /SO OS.C. 1079(d) ) 

Iocs which wUl be paid by tha CommU- »w comrolMloner wlU not fuarantea a and tha reiulaUons.(45 CFR 1T/.49) pro- 

•loner on default claims submitted by under or a lubsequent holder against a rlda for the transfer and assignment of 

lepdera holding loans which arc insured J^'' to ba In oompUanca with PI8LP notes, even though such notes ara 

undar tha Federal Insured Student Loan requlrcmanta. not ncgotUble Instruments. However, In 

Program (Subpart E of 45 CJFB Part "SJT. amendment to I 177.44 would per- order to provide the student and thasub- 

177) and tojpecUy tha responslbUlUea ^ non-school lender, acthig In good sequent holder of the noU with as much 

of lenders prior to flUng such claims. ..^^ without Information to the protecUon as possible, tha regulations ra- 

Under tha Federal Insured Student g^^yy to rely uPon the certlflcaUon quire that noUca of such transfar or as- 

Loan Program (FISLP) . tha Commls> orovided' bv the educational institution slgnment ba given to tha student, and to 

slonar Issues a cerUflcate of insurance ^ the student U eligible for an FISLP tha Offlca of EducaUon. IX the rights or 

for a loan made to an eligible student by ^ , upon the assurances and the In- responslblUUas regarding any payments 

an fUglbla lender, insuring the loan {oJ,ation provided by the student to on such loan arc affected by tha transfer 

against losses incurred by tha lender be- g-tTfanah his eligibility. The commla- or assignment. (S^e 45 CFR 177.41(b).) 

causa of tha student's failure to rePay " " ^ * 

the loan. For this purpoM» an eligible 

lander may ba a bank or other financial 

or credit Institution, or agency or In- 

stnmientallty of a State, or an institu- 



estafalish his ellgiblUty. ^ - y . 

sloner in effect, would Insure such a^Tha-propoaadTunendments set fortii la 

tender against such certlf IcaUons and as- thla Notlca attempt to clarify what.stata- 

surlUnces being false or Inaccurate. How- ments must be Included In such noUces 

aver. landers which purchased loan notes of transfer and to establish tha Jegai 

__ thatwere originated by a school (as spec- consequence*, as they reUte to default 

tion of higher education or a vocational ^^^^ detail In the proposed claims, of a failure to comPlT with tha 

school, as thoaa terms are daflned In tha tmi2U\) would not ba insured notice nqulrement 

Higher EducaUon Act, Tha Act and the l-^J.* faUa cerUficaUona made by tha jt should ba noted that tha reguIaUon 

regulations further provida that insurad ^^^^^^ the making of the loan. Lend- does not nacassarily raquira tha asslgnea 

loans may be transfarrad or assigned by lituations would ba ex- of tha loan to sand the notice to, tha stu- 

an eligible lander to another aligiWa to pursue their legal remedies dent: rather It would permit tha noilc* 

lender. If tha studant fails to repay tha ZZl^^ tha school Tha nropowd regu- to ba seat by either tha assignor or tha 

loan, tha holder of the loan may file a rTtirTthus encourages aniender to make asslgnea. Howavar. IX tha assignee raUaa 

claim with tha Commissioner to be ralm- ^ orofesslonal Judgment regard* on the assignor io send tha notlca, tba as- 

bursod for tha "unpaid balance of the ■ practice* of a school before Pur- slgnaa would bear the risk that such 

principal amount and InUreaL" chasing loans originated by the schooL notlca was not sent Thus, IX propartiotice 

(30 uji.c. ic»c(a)>. The proposed ! 177.52 sUtes^ that the has '»^.'!;;« 

Savaralqueaaons have been raised re- fo^^jJ^'^r.^'SllrJ^^S./S^ S ^^l.^r°i t£ SuVSS 

^^?i.^s^s^.''^^^oZit^ SS'SrS S^^^s'^^r.^;^^ 
s;i?s.-'^v1^^?;e?s^"^^^^ jiS^SSIS 

r^^.^'^A'^rr^^^ri Jng^^SSlS^^ 

purchaser of such a noUlcannot become "»«2«i^^**'5^SS?>^^"i'5S^ iSr^S^^^^^^t^^ 

]X£.r^;^.:iz^'^ SBSES^ 

'•• ' " • •-" -1. 'Hie major Is- 



tha Act and regulations. 



'n?» .STor ls- ri« to defMts Impairing tha insurability pay any. wfunds which bacoma dua to 

i^ SSi^ tHl of a loan An exam^of such a defect the student dlrwtly to tha lander. Ttl* 

!i;SnSI wDuid^* 5w lenSS obtaining an en- ksue In difcuawd In. detail below, under 

student DortQwar may nave coDcamlng wouio "i« iei««r ouk*uuti« „ . h**Hin» -* 

tranifar or assignment from the lender: ^^^V tha terms of aecUon 427. render the ori«lnal lender was an aducattooal 

(3) the trtatmanl to ba kccorded refunds uninsurable, tha pommlssiooer Institution, although It can arise In ca«s 

to which the student borrower has be- ^^^^ not reimburse a lender oo a de- whara a non-achool lender baa oMalnad 

coma anUtlad: (4) tha consequence* of fault claim filed for a loan bearing such^. •^^^'j^^J^^J^S^^SI^ 

an educational insUtuUon closing during an endorsement. .Defects such as thU directly to it. rather than to tha student. 
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"nw procMMd Azntndraentc jpeclfy that, 
under ctrUln drcumitaocet. a nTuJod 
which hu become due but bmi not been 
win be trcmtod m a payment by the 
MUdeat on' the loan and that, under 
other clreumrtanccs. the leoderi and 
MlgnMe of Joan* wUllhare aococ rei> 
PttMlWllty to attempt cillectloo.of »uch 
renmde, but ac to luch lender* and m- 
^•Mt^ lueh refunds will not othenriie 
be treated ac payments by the itudent. 

An unpaid rafund would be treated a« 
a payment by the itodent. and would be 
deducted fron a default claim (If It hai 
not already been taken Into conaldention 
In detenalnlnff the amount of the un- 
paid balance) . whenever the educational 
UwUtution which owee the fundi to the 
ijtudent Is the orldnal lender and has 
iUed the default dabn. An unpaid re- 
fund would be treated, in the same man- 
~n«r. •» a payment by the student In any 
case in which the loan was DMde by the 
eduoitJooal Inatltutlon which owes the 
rtntnd to the student and was transfer- 
red to anoCber elitible lender after the 
. refand beeane due. F[>r this purpose, the 
data the refund became "due" Is the 
data ac whkh the student's enUtlement 
nrrt beeama cstahUshed <by withdrawal, 
by notlfloatloo to the school, or by faU- 
urt to atlaod class or submit lesKns), 
raih* than the daU within which pay- 
men* a the refund must be joMde. TbUs, 
the BSilffnee of the loan woulTbiw'^ 
(POnelbUlty for punuln^ lu own reme^ 
dies acalnst the school This should en- 
ocaraffe a lender which is ooctemplaUni 
poRhaslnff a loan from a school lender 
to Inqulra about the etatus of the stu- 
dent er to obtain an assurance from the: 
InitltatAQo protectlnc U acalnst the risk 
of arafuad harinc become Into eilstenee 
priar to the transfer. 

ne raepOQslUliUes of lenders wtth le- 
*P«« te unpaid refunds in other attua- 
tiaos would be dependent on whether the 
original lander had been an ednoatiooal 
taitttutlen and. If so, whether the loan 
had been traaaferrad f rata the orlginU 
leader ta another eUdble holder of the 
loaa 

If the ericinal lender wai not an eda- 
eaileoal InftMutlan. the holder of the 
loan at the tlae of the stadani'i defanH 
irould U responsible for makixy a diU- 
sent el^rt to ooUeet the refund from the 
•cbooL U the atadent had piwrlously 
licncd an authorisation to hare the 
Bcbool pay the refund dlrecUy to the 
lender, this wo^ mean that any as- 
' sifnee <n the loan would be res pooaible 
for jobtalninc an aarirnment of the au- 
thortaaUon and seeklnf to collect on It 
from the ichooL If the itudeni had not 
signed tnxh an authorization prior to 
becomlni dellniiuMt on the loan. thedlU- 
fence required of the bolder of the kian 
would bulttrfe a dllicent effort ta obtain 
an BssUnment from the itudent of bts 
rltfat to the refund and. If eucoeasful, a 
diliftnt effort ta. coQect the nivmi from 
the aohooL A lender which exercised nich 
dillcenoe. bui'^ nonetheleea uAable to 
ooUecVthe refund, would be reii^bunw^ 
by the OotnmtssWier (or the iuU unpaid 
balapoe of the lofxu The OoinmlisUmer» 
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mder aacUon 430(d) of the Act (M 
VM.a INO(b)). k Mifarocated ta the 
rlfhU of a lander to whom he has paid 
a default claim and he would thee eier- 
cise these rlfhtf to leek ooDecUon of the 
refund. If, hoVerer. a lender failed tb 
ezerciie the dilifence called for in this 
retard, the Oommissloner would deduct 
from the^ default claim any amounts In- 
chided 'i^hsretn wbldi nprvented the 
refund which was due. In that erent, the 
lender would be expected to pursue what- 
ever remedi^ it might have sfalnst the 
itudent, the ichool or a prior holder of 
the loan. 

If the original lender was an educa- 
tional InsUtutloD. and the loan bad not 
been transferred to another lender (or. If 
transferred, has been repurchased by the 
original lender) , an unpaid refund due 
from such iniUtuUon would, as noted 
above, be considered a payment by the 
student and would be deducted from the 
default claim Wed by such institution. 

If the original lender was an educa- 
tional institution and the loan has been 
transferred, so that another lender is 
holding the loan at the time of the stu- 
dent's default, an unpaid refund which 
became due prior to the transfer would, 
as noted above, be treated as a paymeq^ 
by the student and deducted from the 
claim Wed by the holder. In addition, any 
payme^U which the student made to the 
school after the transfer which the sub~ 
sequent holder authorized to be made 
or knowingly permitted to be made would 
be deducted from the holder's default 
dahn. even If the school has not trans- 
mitted auch payments to the ht^der. In 
this Instance, the holder would be ex- 
pected to pursue any remedies It had 
against the school. (Stmllarly. as dis- 
euseed above. If the atudent had not been 
given proper ^tlce of the.transfer« or If 
auch notice were given belate^« any 
paymcnU mada to the school by the stu- 
dent prior to or In the abeence ef such 
notice, wooid be deducted from the hold- 
er's dcnult claim and the boldar would 
be expected to punus Its remedies 
agahist the achool.) With respect to un-< 
paid ref unda which become doe after the 
transfer, the holder would be required 
to exercise the lame diligence in attempt- 
ing to coCeet the refund frm the school 
that ia required of non-achool lenders 
generally (aae dlicuailon above). Such 
diligence Inchidea obtaining an assicn- 
mant of >any authortution which the stu- 
dent has signed to have his refund paid 
to the lander or. if no suoh authorisation 
had been signed previously by the stu- 
dent, a diUgtnt effort to obtain from the 
student an assignment of his own ri^t 
to the payment of the refund, Aa dls« 
cuaaed above. If the holder exercised such " 
dlligaiKe but was not able to collect the 
refund from the achool. It would be reim- 
bursed on a default claim for the fun 
amoonf of the unpaid balance of the loan 
and the Commiasionar would assume re- 
sponslblltty or collecting the refund frotn 
thescbooL 

4. t^oMtwences of a school iermlMMtino 
m teacMMf aetivitiei. If a loan has been 
made bx an educational ineUtutloa and 
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if the institution for any reason has ter* 
mlnated Its teaching actlvltlaa durtog the 
academic period for which the loan was 
made, with the raault that tho atudent 
Is unable to obtain the academic acrvlccs 
for which he enrolled, the Commissioner 
will not reimburse the institution, or any 
subsequent holder of the loan, for the full 
amount of the unpaid balai}ce<*of the 
loan, eince the loan was made folely and 
speclflcally td enable the student to en- * 
roU in achool. the school's termination of 
its Uachlng acUvlUea would result in a 
failure of consideration on the student's 
enrollment agreement with the school, 
thereby giving rise to a def enM which is 
good on the loan not only against the 
school, but also against a subsequent 
holder of the loan. A lender purchasing 
loans which have been made by a school 
lender must, therefore, bear reaponsl- 
blllty for making h reasonable, profes- 
sional judgment that the institution has 
the resources and administrative capa- 
bility to provide the aervloei for which 
the Itudent obtained the loan. 

Should this situation arise, the institu- 
tion, or the lubsequent holder of the loan 
upon learning of the school's eloaing. 
would JtM h»quired to submit a ''dafaulf* 
claim promptly to the Oommkaloncr. Tbe 
holder of the loan would be itSqoired not 
to make any attempt to collect payments 
from the student and not to hold the 
loan during the nonnal grace period 
avaUable to the atudent baton ba be- 
comes obligated to begin payaoents. Itia 
bolder of the loan woukl be relmburaed 
on its default claim on a pro rata baals 
for the servlcca which the atvdant re- 
ceived prior to tha achoella termlnatloc. 
That la to aay. the ameont whieh the 
holder would be relmburead voald bear 
the aame ratio to the t3tal aaoQKi ef the 
student'e loan as the anoan* of the eanr- 
Icea provided to tha atoient wc«U bear 
to the total amount of eervleea which 
wmdd have been provided to him had the 
school not cloaed. 

Under theae drcumatanoaa. the Oom- 
mlaakmer would be aabrogated to any 
rights which the holder ef the note might 
have had. under applicable law, to rc* 
celve paymsnts from the atudent 71m 
Commissioner will determine whether 
the ataOmi has any ebUgation, baaed 
on the facts and the applicable law. to 
make repayment da the loan« If It 
detennlned that thai etudcnt doee have 
such obUgatton. the Oommissloner wlU. 
after the explratioh ef the grace period, 
seek to ooUectsuch picnnecU* 

fi. LeMcri havmt special reteHoiuhipt 
with school!. It is apparent that ther« 
are dreumstances in which a lender, al- 
though not an educational institution, 
could bare aatabUshed a relattonahJp 
with an education^ institutkr* — ^ 
might result in the lender not exercising 
tha indeti^ent ;'vlgment and raapoml- 
billty in making loans which wo;dd others 
wise be expected of a non-school lender. 
Buch etraimstances include cas^ in 
which the lender and the IXMtKutlonJxave 
mutual nnancUl Interaats and eaaea in 
which the lender has dekfated Its nor- 
mal loan-making acUvltlea to the achooL 
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Tha purpoMB of the profrMO, pwtic- 
(Qlull tb« IntuwU ot th* itudMiU and 
tt)« FUdwil OoTemmant »PiM»r to b« 
best Mrved In such cUxuMUtancw u tbt 
Itoden ftrt requlrwl to Mmime Ttspon»l- 
blUtlM or be»r rUks btyond tho«e ol 
other con-KhooI lenders. 

•Section ir?.52(c) oX Uio propoaed 
lunendmenU would define certain i«ft- 
timuAiliw bctwetn » lender and a icHooI 
which would rtault In tht loam made by 

beS treated ailJUi^^ 
made by a Khool and trwwfnred to the 
iSder. Thut^lendera with luch relatlon- 
ahlna unltke other non-ichool lender*, 
would bear the riJk that a relund bad be- 
come due prior to the dUbunemeat of the 
toSo. would bear the rUk that P«;menU 
had been made to the school by the stu- 
dent In the absence of adequate l^for^' 
tioa about hii repayment iw'n»lbUl- 
tk». would hare to make a dlliftnt effort 
to collect an unpaid 
K^ool. and would 

CT tt the institutioii terminated lU teach- 
to* acUTltlee prior to the conclu«lo'» ot 
tS academic period for which fc l^Si> 



3 177.52 DelcrmiMlioa of MSoanl of 
loM oa default clmbm. 



^'^be relationships flvlni rise to iiitH 
liddiuonal tesponsibUltiee would !it (l* -J- 
i^^inSr » majority of the vptlni 
iS3t of the>nder; (U) the lender haT- 
tor oommon ownership or mana«ement 
with onr or more InaUtutlon* and am*' 
jortty of the loans made under the FitJi^ 
by the lender aiw to the atudenU 
SVuch tosUtuUon; and (Ui> the lender 
SL« Ariefated to a echool substanUjOly 
all of the loan-makln« function* and re- 
■poDslbUltles which a noo-school leoaer 
would ordinarily exerclif. . , „ 

SubdlTlalon (HI) of *^'^^;!^^ ^ 
not to be eonstnwd as authoriiln* or 
encoura«ln« lendwt to adopt the prac- 
iScm ot d*le«atln« a lender'? normal r«- 
sTOdslbilltlee to aa educational Institu- 
t^Bathsr. snch a practice U dlscour- 
Znd and Its use cdOld raise serioua 
^tlon* rttardln* th'e lend«;a cxerdij 
Scthe re<juislte care and dlll«encc in 
mmklni loans, ThU provision U merely 
Intended to esUbUah that any lendw 
^^SlS^ntafte hi such a pracUce will be 
bald to assimle additional risks. 

riMto eomiMnt. All InUrested parUee 
ai« inrited to submit written commwits. 
ISfSSoS or objections refardln* toeee 
nS5o«d amendmenU to the rtfulatlons 
to UwAssocUte Conwnlssloner. OBUxot 
Guaranteed Student Loans. Room 4051. 
nSm^ Offlc© Bulldlni #3. Sereato 
2Sd SlrceU. SW.. WashlDfton.J>.C. 
M20?. AU relerant material received on 
or Ufor* Af>rtl 24. ir7». wlU b* constd- 
eJeTSuch response to thic noUce wiU 
be available for public InspecUon^ 
Mondays through Fridays between 1:30 
ajn. and 4:30 p.m.) 

fOaUloc ol DomwtU AislrtMVW Sfo. 

llkMa^auarfcnUed Btuitnt hon mtrwn) 
Dated: Uarch 3. ir75. 

, T. H. Bau.. 
VJ. CommUiioner of idvcatUm. 
Approved: March 1% IMS. 
CWA« Wamsatoia. " 
iecr$tarv'of Health, Mductition, 
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part 177 of TlUe 45 of , the Code of , 4. A new i 177J»2 U added, to read a. 
federal RefuUtiona U amended m follows 
follows: 

paSTraph (a) and by addhura new between August IJ^m^^ 

paragraph (b) to read a. follows. - ""theiWwi^ death or totai and 

1177.^1 Eliglbaity for iiuured lo«u; ./permanent dlaabllity. for loans made 

; • ' Srior to December 15. 
* (b) In making a loan under thU part, equal to the unpaid balance of the pn^ 
a lender Swchls not an InstltuUon of clpal amount of ""gi 
SliSr JdJcaSSn or a vocational «hool. W Interest or a^ c^tr cha^**^^ 
mr^lM In Kood faith and In the absence may have been added to. 
"^(SiiuJn to ^contrary, may part of . the principal amount o^^ 
• ?Ly^mStoe certlflcaUons provided by Por loans which '"^J .fP^^^t 
M liSlUiUon and upon the assunmces were received betwwn July 
and other information provided by a 18. 1»72 or after February 28, 1973 (ena. 
JuSeStpuriSmt to paragraph (a) of with respect to claUia based on the bw- 
SSsStich^Alender which, by transfer rower's, death or- total and P«»»f^;t 
aSSnSS;nt Wuant to 1 177.49 of disability, for loans m»<»e °' *^ 
^^liVobUlni possession of a loan December 15. 1868). the »mount of 
wWchhai Sen raade^an educaUonal loss to be paid on claims Wed porsu^t 
SuSiu" Ktog hi good faith and to 1 177.48 »haU be equal to ,the imp^ 
to the aasSce of , informaUon ^to, the balance of the principal and ^^temt^ 
"* r°* "'**7rT._il ti -i.»-««in«r.» what amount of such bal- 



In" the absence of , informaUon 'to, tne balance of the principal mfju. ^r^JC'C^ 

Mntw*13S^n the assurances and determining what amount of wch 

to?om2uo^pr^ded by a .tudent .to «ce U unpaid. « Cojun^o^rjh^ 

,uch InsUtutlon pursuant to parai;raph uke cognizance of legal f^«*ts a^M^ 

(Sr oflto swUon. but such transferee ing the InlUal vaUdlty or °; 

or asSgnee ahaU not^be enUtled to rely the loai^ which arise under the Act. ^ 

S'poTXrcertlficatloru proyl^^^^^^ reg<UaUo« set^fojrto^^ln^^ 



^ducattonai'" InsUtuUon pursuant to 
paragraph (a) of this section In the 
making of the loan. In making a loan 
under this part, a lender which la not an 
educational institution, but for which 
the condlUons set forth In paragraph (c) 
of i 177.53 exUt. acthjg in lood faith and 
In the absence of information to the con- 



pUcable 8UU law. Subject to the pwvl^ 
sions of i 177.44(b) of thUpart. toe Cttto- 
missioner ^aU deduct from the ^ahn 
any amounU Included tliereln which are 
attributable to legal def ecU deriving from 
fraud, forgery or intoitlonal mlwrc- 
senUUons on the part of the borrower, 
the educational Institution or the lender 



In the absence of informaUon to the con- the educational msuiuuou ""'^JT^ 

SiSmwrSy upon the assurancesand or deriving from 

SS^^Sn pJorided by a student pur- the sUtutory <^diti°M end •fl«enU 

lujmt to paragraph (a) of this secUon. ^t forth in secUons wvd 427 of Uje 

KS^Sotbf^UUed to rely upon the Act. In detennining whether fed^^ 

certSotlons of the educaUonal InsUtu- should be made whidi •f"i"iK^^^ 

uSnSrorided thereunder. . to other defects. Uie Comi^^^ 

3. Paragraph 177.49(b) U revised, to consider whether uiere »»uj_ 



read as follows: ^ 
i 177,49 Tntiufer of thfured loyL 



consider wnemer wan — - 

of an IntenUon to mislead or defraud 
ana whether the lender, in making the 
foan. failed to_^ " 



ivv.ev iraiuierui TO«urc«."-f" j^-jj j^ed to exercise care aaa 

• / • lence commensuraU with prudent busl' 

(b) The Commissioner shal/ be noth ness praeUces. In addlUon. the CpmrnU-. 

fied of any assignment o^ a ndte insured ,iontr wUl determine the amount of the 

under thto subpart If the rii^it to receive unpaid balance In accordance with the 



under wus iuDtJ»n y 
Intereet paymenU has also been asslped. 
The borrower shall be notified of Uie 
assignment of any note tasured under 
this subpart If the assignment results 
In his being required to make Installment 
oaymenU or direct other matters con- 



foUowlni rules: ^ »./ v 

. (a) toon* made bv lenden which art 
not educational institutions, H the lo« 
ior which a claim ha* been filed was 
originally mad*. by on rilglbl* lender 
which was not an InsUtuUon of higher 



paymenU or direct other matters con- - ^y^ox was not an "«"^""eV th. un- 
nMt*d with the loan to another P»rty. educaUon or a vocaUonal Khool. the un- 
sShnSS to thfborrower shall con- p^d balance «baU be the "lount of to. 
tabi a clear itatement of all of. the bor- - 



cam a wear -«.v-.«i= loan, minus any P^f?^^'',5^,?g[I 

rower's ri|ht* and obUiaUon*. both a* been ProPerly made to toe h^Jler of toe 
to the assignor and the assignee, includ- loan by the borrower or <« th« b^w- 



assignor, or any prior holder of the loan, 
subseqtieni to receipt of the noUce and< 
If applicable, the effect of toe assign- 
ment on any autooriiaUon previously 
signed by the borrower with- respect to 
lAyment of refunds due under 1 177.OT 
of this part. 0 



ODUuuea - — . , 

have the educational InsUtuUon In which 
toe bor^wer U enroUed pey db^Uy to 
toe lender any refund from toe InsUtu- 
Uon to which toe borrower become* en^ 
tlUed. toe lender must make ar diligent 
effort to collect sucl^refund prior to fl»- 
big toe claim: « toe lender faUs to mak« 
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luch «ffoxti. the Ossisii^isloDer wUI de- 
duct from th* claim ftoy uuount Included 
ttMrtln which la attribuUble to f uch re- 
fuiuL.If the claim has been filed by an 
eUffll>l« lender which did not^mtke the 
loan, but has obtainad It by transfer or 
■til g imi ent. th« tranafereo or aaalfnec 
abaU not ba enttUtd to any payment 
under thla lectloo ireater than that to 
which tha tntoartror or aaaignor would 
b« entitled under thla «ection. In par- 
ticular, tht Oommiaoioner ihall deduct 
Irom the claim any ainounUi included 
therein which ara attributable to pay- 
ment! »n*da by tht borrower to a prior 
holder of the loan prfor to. or in the 
abtence of, proper notice nr th? trans- 
far ;Miil4inment to tht borrower in ac- 
cordanca with i 177.-49 (b) of thii part. 
If tha loan for which a claim hai been 
fUed waa made by an eliflble lender 
which la not an educational institution, 
but for which tht conditions lat forth 
in paracraph (cj of thla secUon exijt, the 
OommiaiionerwlU determine the ainount 
of the loss on lUch claim in accoManca 
with the rxUet tet forth in pararraph 
(b) (3) of thla taction. ' 
• (b> Loam mada by educational liuH- 
tutiom. {!) If tht io«n for which a claim 
hat been filed waa orifinallr made by 
an elifible institution of hither educa- 
tion or Tocationai school, and the claim 
hcjt been nied by such lender, tht Com- 
missioner than deduct from the claim 
Any amounts included therein which are 
attrfbutabla to either (1> a refund which 
the Institution la oblitatad to make pur- 
suant to i 177.03 of this part: or (il) 
any iwrtion of the profram of study 
which the student was enable to com- 
Plata due to tht (institutions* termina- 
tion of its taachlnc acUriUes durint Um 
period of time for which the student 
obtained a loan under this part. If tha 
tltuatton described in para«raph (b) (1) 
(U> o< this secUon arises, the lender 
shall not make any alfort to collect on 
tba loan from tha student, shall not hold 
tht loan durint tha grace period pro- 
vided for in i 177.46 (d) of this part, 
and shall pnomptly file a claim pursiuuit 
to 1 177.4l/Tha Commissioner ahaO re- 
imbursa the lender In an amoimt which 
bears the same ratio to tha total amount 
of tha loan as tha amount of tha educa- 
tional serricaa which tha student re- 
caiT«d before tha'insUtuUon tannlnatad 
ita taachinf actTviUes bean to the total 
•erflcee which ha would hare ^recelTed« 
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durint the period for which the loan 
was obtained, had the institution not 
terminated iU- taachln* acUvlUes. Tha 
Commluioner will then determine 
whether. »fter the trace period has ex- 
pired, the student is oblifated to nrnke 
any repayments on the lokn ahd, if so. 
in what ftmount. 

(2) If the loan for which a claim has 
been fjled wrs orlflnally made by an 
eligible Institution of higher education 
or vocational school, but tht claim has 
been filed by another eligible lender 
which obtained the note by transfer or 
assignment, the Conmiissloner shall de- 
duct from th* claim any efnounts In- 
cluded therein which are attributable to 
(li a refund which the lnjitit»iMon be- 
came obiitated to make. Pursuant to 
i 177.63 of this part, prior to the trans- 
fer or assignment: or (11) any payments 
made to the institution (or any other 
'prior holder of the loan)' which the 
lender flliot the claim authorized to be 
' made or knowlnsly permitted to be 
made, or wlilch were mad? prlbt 'to or 
In the absence of a proper notice- of the 
transfer or assignment havint been sent 
to tht student in accordance with 1 177.- 
49(b) of this part: or (Ul) any Iportlon 
of f he program of study w^iich the stu- 
dent was unable to complrte due to the 
Institution's termination 'J Its teaching 
activities during the period of ^e for 
which the student obtained a loan under 
this part. The CommissioneT will not de- 
duct from the claim an amount which 
would be attributable to a r^fwnA which 
the institution became obligated to make 
after the date of the transfer or assign- 
ment. If the lender, prior to flUng the 
claim, has made a diligent effort to ob- 
tain an assignmniit Uvia the student of 
the rlcht to receive such refund and. if 
the lender xectlved such auignment 
Yrom the student, ha^ made a diligent 
effort to collect such refund Arpm the in- 
stitution. If. however, the student. Prior 
to the transfer or asiltnment of the loan 
by the institution, had sitned an au- 
thorization for the institU'tion to apply 
the refund to the unpaid balance of the . 
loan, the tranaferrea or assignee will be 
"held responsible for obtaining an aulgu- 
ment of such authorization and for 
maidnt a diligent effort, prior to filing a 
claim, to collect such refund from the 
!tnstitution; If the lender falls to make 
such effort, the Commissioner will de- 
*duct from the claim any amount in- 
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eluded therein whicii is attributable to a 
refund which the institution la obligated 
to make. If a lender holding e loan that 
was made by an educetiorJal institution 
has knowledge that the InatltuUon hw 
terminated its teaching activities durint 
\he period of time for which the student 
obtained a loon under thla part, the, 
lender shall not moke any eCTort to col- 
lect On the loan from the student, shall 
not hold the loan durint the grace period 
provided for in i 177.46(d) of this part, 
and shall promptly nie a claim pursuant 
tOsi 177.41; the lender will be reimbursed 
an amount which bMrs the same ratio 
to tho total amount of tht loan as the 
amount of the educational servicea 
which the student received before the 
Institution terminated Its teaching ac- 
tlviUes b^rs to the total servicea 
which he would heve received, during tlie 
period for which the loan waa obUlned. 
had the institution not terminated its 
teftchlnt activities. Tht Commlssiontr. 
will then determine whether, after the 
grace period has expired, the student is 
obligated to make any repayments on 
the loan, and. if so. In what amount 

(c) Loans made by tenders havino spe- 
cial Telationshtps with educational instt' 
tutions. For purposes of this section, a 
loan which has been made by a lender 
which is not. an educational institution 
stmll be treated, in accordance with 
paragrapK(b) (3) of thii section, as If It 
were a loah made by an educational 
institution <imd transferred to the lender 
on the data of the initial disbursement 
of the Ipan. tn any case in which the 
lender: (1) has a majority of its votint 
stock held by an educaUonal Institution; 
or (11) has common ownership or man- 
atement with one or more educational 
ihititutions and more than 50 percent of 
the loans made under this part by tho 
lender have been made to students at 
such institution: or (ill) has delegated 
to an educational institution substan- 
tially all of the functions and responsi- 
bilitlea normally performed by a lender 
prior to making a loan, such an Inter- 
viewing the applicant for the loan, 
explaining the appUeantli responsibUities 
under the loan, (Staining conu>letlon oi 
necessary forms, obtaining necessary 
documenUtlpn. and (subject to i 177.4t 
(b) of this part) verifying that the stu- 
dent is dUgible for the loaq. 
{90 TJAO. loeo. 10«3{«) (1) ) 
(PR Doc.7»-79ta rU«d »-3i-75:t:a sm| 
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Mr. Cooke. As far as a complete regulation, I would hope we 
would have that in the very near future. 1 

Senator Pell. Thank you very much. 
^ The Senator from Vermont. 

Senator Stafford. Thank you, Mr. Chairman. 

I am sorry I arrived late for this part of the hearings, due to 
other commitments I had to keep this morning. 

Under the circumstances, I shall examine Mr. Beirs statement 
very carefully, that is in the record, but I have no questions. 

Senator PklL. It is an excellent statement, too, with some very 
good suggestions, each one of which will be considered very seriously 
by the committee. 

I would say, on the staff level, we might be able to work out 
some of these problems I mentioned here. 

Thank you vei^ much. Commissioner Bell. 

Mr. Bkll. Thank you. , 

[Thp . 'epared statement of Mr. Bell and other information sup- 
plied 1. . he record follows :] 
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Mr. Chairman and Members of the Subcommittee: 

I am happy to appear before you today to discuss, the Administration's 
legislative proposals "To amend the Higher Education 'Act of 1965 to 
decrease the amount of defults under the Guaranteed Student Loan Program, 
.to amend the Bankruptcy Act to limit the dischargeability in bankruptcy of 
educatibnal debts, and for other purposes." 

Before discussing our new proposed legislation, let me bring you up to 
date on certain matters. In September, I testified before this subcommittee 
with the major emphasis on the default problem and the administrative 
actions which %«rere being taken and those which were contemplated in the 
future* We also provided you with statistical data on the federally 
insured phase of the program, and emphasized that this should not be confused 
with data relating to loans guaranteed by State ?^nd private nonprofit agencies. 
And "finally, we indicated that resolution of the operational dif f icultie^a 
incurred in the Guaranteed Student Loan Program were dependent upon reliable 
information, adequate resources, and projier regulations. 

In connection with regulations-^ Ve should refort seVeral developments. 
On October 17, we published in the Federal Register proposed regulations 
which, for the first time, set forth requirements and standards with^which 
educational institutions would have to comply in order to participate in 
the Guaranteed Student Loan Program. These same regulations also set forth 
" detailed due process procedures for the limitation, suspension or termination 
of any postsecondary institution or federally insured lender which do not > 
comply with the regulations. Public hearings were held in Washington, DiC. ; 
Chicago and San Francisco on the proposed regulations. As a result of \the 
comments received, both at the hearings and in writing, numerous ' changes 
were made and final regulations were published in the Federal Register 
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on February 20. We are convinced that these new regulations will do much 
to reduce tha default problem by providing (1) that students receive better 
infozTTiation about schools and- colleges before enrolling, (2) that each 
participating educational institution aiaintains a fair and equitable refund 
policy and that refunds are paid on a timely basis, (3) that institutions 
providing vocational, trade or career programs utilize appropriate 
admissions criteria and provide students with relevant employment information, 
(4) that correspondence schools provide students with a schedule setting 

V 

fotth what is required in submitting lessons, and alio further clarify 
when withdrawal occurs and repayment commences for such students, and (5) that 
each educational ins^titution adopt certain procedures and maintain records 
which will be subject:- to inspection jmd audit by the Office of Education in 
order to determine that an institution is protecting the interests of 
students and the Federal Govertmiout. The regulations also establish new 
-disbursement procedures, clarify some existing definitions and add other new 
provisions which should improve the administration of the Progrcim. 

On February 24, we published a notice in the Federal Register providing 
an interpretation as to the 2unount of loss that would be paid by the Federal 
Government on claims originated by school lenders. The problem has several 
mai)or aspects, including unpaid refunds and the closing of an educational 

i 

institution. In the very near future, a proposed regulation will be published 
in the Federal Register setting forth detailed rules and procedures 
regarding default claims. This regulation is now in the final clearance 
stages. , ^ 
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•flius far, we have described both the administrative and regulatory 
steps taken to attack the default problem. But legislative changes are also 
needed, and for the last several months we hAye been studying the problem in 
order to determine those changed! to the enabling legislation that could further 
reduce the default rate. We wouXd like to clarify at this time the major 
provisions of the Administration's proposal. 
* ^ Defense of Infancy Under' present law, students may borrow under the 

federally insured phase of the program without security or endorsement, even 
V though under ippliczible State law thoy may be minors. Upon completing their 

education, some of .these students have disavowed their debts on the grounds 
that their loan was invalid due to thsir ago at the time the note was executed. 
* Most State guarantee ^-gencian dp not have this problem because their State 
laws rule out the defense of infancy. While this is not a major probleri\, 
it is a bothersome one. We propose in section 2 of the bill that the Federal 
program take a similar approach. ^ 

Minimum repayment period Present law requires lenders to provide borrowers 
with a repa:^in«nt period of not less than five years (and a maximum of ten years ^ 
unless to do so would result in anpiial payments of principal and interest of 
4 less than $360, in which case, a shorter term is required.* Some students wish 
to repay their loans in less than five years and, recognizing that more interest 
is payable over the longer term, have refused to sign notes for the minimum 
five year term. Section 3 of the proposed legislation would provide that the 
A student may waive the minimum five-year repayment period by requesting that 

the note provide for repayment over a shorter term. This provision would 
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apply to both state and Federal programs. At any time before total re- 
payment, the borrower would be Jible to have the shortened period 
extended to a total of five years. In order to prevent any coercion by the 
lender as a condition for giving a loan, such a waiver may only be requested 
-after the student graduates or withdraws from school. 

Minimum payment for married borrowers Presdi^t law requires each 
borrower to repay his loans at an annual rate of not leas than $360 
(principal and interest), if two students marry, both, having loans out- 
standing, each is required to repay riot less than $360 each year. In ^ 
^some case 8^ this presents a hardship, especially If there are young 
children and ohe^ spouse is unable to work. It is proposed in section 4 
of the bill that, in the case of a husband and wife, both of whom have 
student loans outstanding, the combined ^nimum annual payment on those 
loans would be the same as for a single person— $360 a" year, rather than 
$720 a year. This provision would apply to both the state and Federal ^ 
programs. 

Encourage lenders to make multiple disbursements . Many defaults are 
caused by student dropouts. Because most lenders disburse the loan in a 
single installment before the academic; year begins (to reduce 'administrative 
costs), the student dropout has the entire loan to repay, even though he did 
not complete the academic period for which the loan was obtained. However, 
if we could encourage lenders to make multiple^^isfoursements , only a portion 
of the loan would be (disbursed to students who drop out early in the academic 
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year, thus 'substantially reducing the amount of claims paid by the government 
if such students default. For example, if the $1,500 loan were disbursed 
in 3 equal installments over the academic year, only $500 would have been 
disbursed to a student who withdrew in the first quarter of a 3 quarter 
academic year. If this student subsequently defaulted, the principal amount 
of the claim would be $500 rather than $1,500 as is now usually the case. 

Section 5 of t^e bill would authorize certain lenders under both State 
and Federal programs to receive interest subsidy .payments on the entire 
amount of the loan to a ^student for a given academic year, even though the 
lender disburses such loan in installments over the course of that year. 
By providing the interest subsidy on the entire loan, lenders would be 
.encouraged to make multiple disbursements. Any lender desiring to receive 
such interest payments on the basis of multiple disbursements would be 
required to obtain approval from the Commissioner. It should be noted that 
the cost to the Federal Government would be the same as though the lender 
had made a single disbursement as almost all now do. We also propose that 
^ this provision be limited only to commercial lenders, as school fynd State 
agency lenders are not in the loan business to make a profit on the interest 
yield on studen.t loan paper, and they would.be retjuired by our regulations 
published on February 20 to make such multiple disburi^^ments . Bijcause the 
result would be to 'increase commercial lender yield, such lenders should be 
^ more willing , to make multiple disbursements. 
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Require educational institutions to provide student address and enrollment data . 
One of the problems in trying to determine student status or latest 
address is that certain state laws prohibit the RohnolH frnnu rnl«;»Rina this 
data without the written consent of the. student. In many cases , ^defaults 
could be prevented or recoveries maHe on defaulted loans if schools, were 
required to provide this information. Section 6 of the bill would require 
each eligible institution to esteiblish policies and procedures to provide 
the latest known address and enrollment status of a student borrower to 
thQ Commifi«ioner, a State or nonprofit private guarantee agency which has 
insured the loan, or the lender. 

Ineligibility of defaulting student for further student assistance . There are ' 
students/ who, after defaulting on a guaranteed student loan, return at a 
later date to another . or the same-educational institution / Some of these 
students atteropjt to borrow again under the Guaranteed Student Loan Program 
and, although there is no data availeUale, could very well apply for and 
receive a Basic Educational Opportunity Grant,' As a general rule, we do 
not believe that sucjh students should be eligible for further financial 
assistance under these programs until they have taken care of their loan 
obligation. Section 7 of the bill provides that any student who defaults 
on a guaranteed student loan would thereafter be ineligible to receive a j 
Basic Grant or another guaranteed student loan unless he subsequently repaid 
the loein in full or made patisfactbiV arrangements for repayment. The 
Commissioner is required under this provision to, give the student an op~ / 
portunity to, show cause why such a determination should not be made and the 
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Commissioner may decline to make such a determinaion if he finds that the 
circumstances leading to the prior default of the student were beyond his 
control. This provision applies both to the Federal and State programs. 

Exclude proprietary schools as eligible lenders . In our assessment 
of the default problem, it has become clear thkt certain types of lenders 
have contributed to the problem in a manner that is disproportionate to 
their VQlume of loans as compared with other categories of lending insti- 
tutions. Commercial banks have the best recotd; educational institutions 
who are lenders, the worst.' The high default and delinquency rates of school 
and college lenders have been under review for the last. few years / and major- 
efforts have been under way to screen their initial, participajtion and provide 
for an annual review of their lending activities. While this has helped to 
some extent./ problems still persist. For example, we. have examined carefully 
the data derived from our annual "call* report" which all lenders are required 
to submit. This report provides information on loans outstanding, loans in 
repayment status, and delinquency data on loans in repayment. Delinquency 
rates are calculated on all loans that are 30 days or more delinquent. 

At the end of FY 1973, the national delinquency rate, for all lenders, 
was 11.73 perqent. This applies to both the Federal and the State programs. 
By the knd of FY 1974, this had risen to 13.1 percent, based on preliminary 
reports out oif our system. As a result of our efforts to more closely 
monitor educational lenders, the delinquency* rate for college and university 
lenders declined from 36.3 percent at the end of FY 73 to 30.8 percent at 
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the end of FY 74. However, with proprietary school lenders, where most of 
our major efforts were directed, ^ their delinquency rate increased from 
38.5 percent at tho end of FY 73 to 4^3 percent at the end of FY 74. This 
figure requires clarification because the cail report indicates only loans 
currently held by the school lender. Many of the proprietary schools have 
been able to sell their paper to other lenders. We suspect that, if the 
data were available, the delinquency rate of proprietary school lender's . 
originated paper would be even worse. Because there has been so much 
movement of proprietary school originated paper, we are unable to have 
good. data on either delinquency or default rates. 

We are now convinced that the best solution would be to amend the 
statutory definition of "eligible lender" to exclude proprietary institutions 
from that term. Section 8 would make such amendment. We must emphasize 
that we^are in no way suggesting that proprietary school students be excluded 
from being able to borrow under the program. We feel that prudent administra- 
tion of the Giaranteed Student Loan Program should recommend ttiat such schools 
not be permitted to take part as lending institutions. Thus, we would propose 
..that such institutions be 'permitted to continue to be lenders until June 30, 
1978, with respect to those students to whom they have already made loans 'hnd ' 
who need additional loans to continue or complete their educational programs. 

Dischargeability in bankruptcy of educational lo&ns « There has been a growth 
in student loan bankruptcies from 1,342 totalling $l76 million in FY 1972 
to 2,914 totalling $3.8 million in FY 1974. There has been much criticism 
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in the press over the number of students who borrow under the Guaranteed 
Student Loan Program and then fail to honor their obligation to repay by 
taking personal bankruptcy. While as a percentage of total loans or 
total defaults, bankruptcies are a relatively small part of the problem, 
in absolute numbers, the growth has been significant. A Congressionally 
appointed commission considering changes to the bankruptcy laws has recommended 
to the Congress that education loans be exempt from beuikruptcy during the 
in-school period plus the first five years of repayment.} As it may be a 
long time before the bankruptcy laws are revised, we are proposing a separate 
amendment to accomplish this purpose. Section 9 of the bill would amend 
section 17 of the Bzmkruptcy Act to provide that educational debts would be 
exempt during the in-school period and the- first five years of repayment. 
Enactment of this provision will have an immediate effect on reducing the 
number of bankruptcies in the student loan program, While some students 
may still default on their loans, such losses may still be recoverable, 
whereas presently they are not, if the student's debt has been discharged 
in bankruptcy. 

Mr. Chairman, that completes our summary of this legislative proposal. 
We shall be pleased to zuiswer any questions. 
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Honorable Nelson a. Rockcireller 
President of the Senate 

Washing^oi, D. c. '20510 % 
Dear Mr. President: 

jSnclosed for the consideration of the congress is a draft 
bill, "To amend the High^-r Education Act of 1<^65 to 
decrease the amount: of defaults, under the guaranteed r. -^udent 
loan program, to amencjl the^ Banlcruptcy Act to limit the 
dischargeability in bsi^nlcruptcy of educational debts, and 
Cor other purposes." 

The purpose of the enclosed draft bill is to amend the 
guaranteed student loan program under title iv of the 
Higher Education Act in a number of ways thcit would, in 
our opinion, reduce the default rate under that program. 
As you are aware, the number of defaults has been growing 
at an alariaing rate over thft last few years. 

The most important of our proposals are (1) an incentive 
offered to lenders to encourage \the multiple disbursement 
of loans ovor hhe course of a school year, (2) a provision 
to elii.-anatci proprietary schools as eligible lenders, and 
(3) an Dinendniont to the Banlcroptcy Act to make student 
loans nondiscbaryeahle in ban>4ruptcy during the five-year 
period af^er tlio first installment , thoreon becomes due. 
The draft bill tiUp contains a propoiial to make any, student 
who defaults; on a gnaranteed studonL loan ineligible to 
receive c> basic educational opportunity grant or any further 
guaoranteed loans unlt^^i. the loan is repaid or other special 
circumstances exist . 

We realize that progra^ms puthorize^d. u^c^or the Hiaher Education 
Act will be considered for extension during this Congress 
We feel, however, that the grooving defivlc rate is a matter 
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Honorable Nelson A. Rockefeller 
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of such urgency that separate and early consideration of 
these and any other proposals designed to reduce that rate 
is essential. 

We therefore urge the prompt and favorable consideration of 
this draft bill. A section-by-section summary , of the draft 
bill is enclosed for your convenience. 

We are advised by the Office of ' Management and Budget that 
enactment of this draft bill would be in accord with the 
program of the President. 



S incerely , 




AotiJEiS s e cr 6t a ry 



Enclosures 



ax 

Summary of the Student Loan Amendments of 1975 

Section 2 of the draft bill would amend section 42 7(b) 
of *the Higher Education Act of 1965 by adding a new subsection 
providing that the defense of infancy would not be available 
with respect to Federally insured student loann. 

Section 3 would f>rovide that in both the State and 
Federal student loan insurance programs, the student may ^ waive 
the minimum five-year repayment period by requesting that 
the note provide for repayment over a shorter period. At 
any time before total repayment, the borrower would be able 
to have the shortened period of repayment extended to a 
total of five years. 

Section 4 would provide that in the case of a husband 
and wife, both of whom have student loans outstanding, the 
combined minimum annual payment on those loans would be ^ - 
the same as for a single person — $360 per year, rather than 
$720 per year. This provision would apply to both the 
State and Federal student loan insurance programs. 

. Section 5 would authorize certain lenders to receive 
interest subsidy payments on the tantire amount of a loan to a 
student for a -given' academic year, even though the lender 
disburses such loan in i^istallments over the course of 
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that year. By providing the interest subsidy on the entire ^ 
loan, lenders would be encouraged to make multiple disbursements. 
In ths event that the student left school before the end 
of the academic year and before all of the loan had been 
disbursed, the amount of any potential default would thereby 
be reduced. Any lender desiring to receive such interest 
payments on the basis of multiple disbursements would 
•. be required to approved by the Comissioner. 

section 6 would require each eligible institution to 
establish policies and procedures to provide the latest 
known address and enrollment status of a student borrower 
to the commissioner, a State or nonprofit private institution 
or organization which has insured his loan, or the lender. 

section 7 would provide that any student who defaults 
on a guaranteed student loan would thereafter be ineligible 
to receive a basic grant or another guaranteed student 
loan unless he subsequently repaid the loan in. full or 
made satisfactory arrangements for repayment. 
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Section 8 of the bill would modify the definition of 
"eligible lender" to exclude proprietary institutions from 

that term. However, such institutions could continue to 

I 

■ I • 

be lenders until June 30, 1978, with respsdt to those 

students to whom they have already made loans and who 

need additional loans to continue or complete their 

educational program. - ' ; 

Section 9 of the draft bill would anj^end section 17 

/ 

/ 

of the Bankruptcy Act to provide that Educational debts 

would be exempt from discharge in bankruptcy during the 

/ 

in-school period and the first fiv^ years of repayment. 

/ 



4'i 



41 



A B I L L 

To amend the Higher Education Act of 1965 to decrease the 

amount of defaults under the guaranteed ■ student loan 

prograun, tb amend the Bankruptcy Act to limit the 

dischargeability in bankruptcy of educational debts, 

and for other purposes. 

Be it enacted by the Senate and House of 'Representative. 

of the United States of America in Congress assembled . That 

this Act may be cited as the "Student Loan Amendments of 

1975". 

ELIMINATION OF THE DEFENSE OF , . 

INFAiJ'CY WITH RESPECT 
Ta FEDERALLY INSURED STUDENT LOANS 

Sec. 2, . (a) Section 427(a) (2) (A) of the Higher Education 

Act of 1965 is amended by striking out, "except that 

if the borrowe^r is a minor and such note or other 

written agreement executed by him. would not, under the 

applicable law, create a binding obligation, endorsement 

may be required,". 

(b) Section 427 of such Apt of 1965 is further 

amended by adding at the end thereof the following nev/ ^ 

subsection: 

"(d) No borrower V7ho is otherwise ^e legible for a loan 
insured by the Commissioner under this p>art ^nall be under 
legal disability, by reason of minority, to execute a note 
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or other written agreement for that purpose, and no such 
note or other written agreement may be disavowed because 
of the minority of such borrower.". 

MINIMUM REPAYMENT - PERIOD 
Sec. 3. (a)(1) Section 427(a)(2)(B) of such Act is 
•amended by inserting "or unless the student, during the 
9- to 1^ -month period preceding the start of the repayment 
period, specifically requests that repayment be^made over 
a shorter period" immediately following "repaid" in the 
second parenthetical. 

(2) Such section is further amended by striking cut 
"and" after clause (ii) and by inserting after clause (iii) 
"and (iv) that in the event a student has requested and 
obtained a repayment period of less than five years, he 
may at any bime prior to the total repayment of the loan 
have the repayment period extended so that the total repayment 
period is not less than five years,", 

(b) (1) Section 428(b) (1) (D) of such Act is amended .by 
inserting " (unless the student, during the 9- to l2-month- 
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period preceding the start of the repayment period, 
specifically requests that repayment be made over a shorter 
period)" immediately following "not less than five years". 

(2) ^uch section is further amended by inserting 
"(i)" after "except that" and by inserting before the 
semicolon ", and (ii) i-f a student has requested ^nd 
obtained a repayment period of less than five years, he 
may at any time prior to the total repayment of the loan 
have the repayment period extended so that the total 
repayment period is not less than five years . 

MINIMUM ANNUAL PAYMENT FOR MARRIED COUPL^.? 
Sec. 4. (a) Section 427(c) of such Act is ameucied 
by inserting immediately before the period at the end 
thereof a comma -and "except that in the case of a husband 
and wife, both of whom have such loans..outstanding, the 
total 'of the combined payments for such a couple during 
any year shall not be less than $360 or the balance^of all 

such loans, whichever is less". , 

(b) Section 428(b) (1) (K) of such Act is anended by 
inserting immediately before the semicolon except that 
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in the case of a husband, and wife,- both of whom have such 

loans outstanding, the total of the combined oayments for 

such a couple during any year shall not be less than $360 

^ ^ \ 

or the balance of all such loans, whichever is less". 

INTEREST SUBSIDY ON MULTIPLE DISBURSEMENTS 
Sec. 5. (a) The first sei;xtence of section 428(a) (3) 
of such Act is amended to read as follows: 

"(3) (A) Except as provided in subparagraph (C) of this 
paragraph, the portion of- the interest on a loan which a 
student is entitled to have paid on his behalf and for his 
account to ftie holder of the luan pursuant to paragraph (1) 
of this subsection shall be equal to the total amount of 
the interest on thfe unpaid principal amount of the loan 
which accrues pridr to the beginning of the repayment period 
of the loan, or wl^ich accrues during a period in which 
principal need ndt be' paid (whether or not such principal 
is iri fact paid)/ by reason of a provision described in 
section 427(a) (2) (C) or section 428(b) (1) (L) ; but except 
as provided in subparagraph (c) of this paragraph, such 

portion of the interest on a loan shall not exceed, for any 

■ / • 
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period, the a)if\ount of the interest on that loan which is 
payable by the ^k^dent after taking into consideration the 
amount of any interest on that loan which the student is 
entitled to have paid on his behalf for that period under 
any State or private loan insurance program.". ^ 

(b) Section 428 (^) (3) of such Act is amended by adding 
the following new subparagraph at the end thereof: 

" (C) (i) . In. the case of any eligible lender ' (other than 

an eligible institution or an agency or instrumentality ^ 

of a State) , which is approved by tBe Commissioner pursuant 

to division (ii) of this subparagraph for the purpose of 

authorizing multiple disbursements and which enters into 

a binding agreement with a student to make a loan (I) for 

which the -student is entitled to have a/ portion of the 

interest paid on his behalf under -this section and (II) the 

proceeds of which loan are to be paid to the student in 

multiple disbursements over the period of enrollment for which 

the loan is made, but not to exceed 12 months, the amount 

of the interest payment which such lender may be paid 

under this section shall be determined .as if the entire 

t ■* - 

amount to be made available for that period of enrollment 
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had been disbursed on the date on which the first iXstallment 
thereof was disbursed: Provided , That this subparagraph 
shall apply only in the case of loans paid^n installmer^^s, 
in accordance with regulations Of the Comniissioner, based 
on the heed of the student for the proceeds of such loan 
over the course of .the academic year.", 

"(ii) The Commissioner may approve. an eligible lender 
for the purposes of this subparagraph if he determines — 

"(I) that such lender is making or will be making 
a suDstantial volume of loans on which an interest 
subsidy is payable under t.his section, arid 

"(II) that such lender has sufficient experience 

and administrative capability in processing such 

4- \ 

loans to enable the lender to make such multiple 

{•> 

disbursements in accordance with regulations issued 
by the Commissioner under this subparagraph. ' " 



AVAILABILITY OF STUDENT ADDRESS AND ENROLLMENT DATA 
Sec. 6. Section 438(a) of such Act is amended by 
redesignating paragraph (3) as paragraph (4) and inserting 
the following new paragraph after paragraph (2) : 

. "(3) ^the establishment by each el^ible' institution 
of policies and procedures under which the latest known 

address and enrollment status of a student who has received 
a loan insured under this part or insured by a State or 
nonprofit private institution or organization with which 
the CoinnTissioner has an agreement under section 428(b) 
are made available, upon request, to the Commissioner, to 
the State or nonprofit private institution or organization 
which has insured such loan, to the lender who made 
such loan, or to the holder of such loan;". 
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INELIGIBILITY 'of DEFAULTING STUDENT 
FOR FURTHER STUDENT ASSISTANCE 



Sec. 7. Section 430 of such Act is amended by 
redesignating subsection (e) as subsection (f) anc' by 
inserting after subsection '(d) the follo^Mng ne dubsf^ction: 
.. •* (e) No student-- 

" (1) who has been determined by the Commissioner 
to have defaulted on any student loan r.iade or insured 
by the Commissioner under this title or insured by 
a State or nonprofit private institution or organization 
' with which the Commissioner has an agreement under 
section 428(b), and 

" (2) who has not subsequent to such default Tepaid 
the entire amount owed on such loan or made arrangements 

satisfactory ^to the holder of such loan to resume payments 
thereon 

shall be eligible to receive (A) a subsequent loan insured by the 
Commissioner under this title or insured by a State or nonprofit 
private institution or organization with which the Commissioner 
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has an agreement under section 428(b) or (B) a basic 
educational opportunity grant under section 411 of^ th 13-^-:?^^ t . 
The Commissioner shall riot make any determination under ' 

this subsection until he has given the student affected ' 
by such determination notice and opportunity to show cause 
why such determination should not be made. The Commissioner 
may decline to make such a determination if he finds that^ 
the circumstances leading to the prior default of th^^^ 
student were beyond the control of such student..". 

ELIMINATION OF PROPRIETARY i::STITJTI0U3 
A3 SLIGIBLE LSI^IDSRS 

Sec. 8. Section 435 (g) of such Act is a.Tienci3d -(1) by 

inserting "which is a public o^r other nonprofit institution" 

immediately following "eligible institution", and (2) by 

inserting at the end thereof the following new sentence: 

^ "In the case of a student who, prior to June 30, 1975, has 

received a loan insured ox guaranteed under this part from 

an eligible institution other than a public or nonprofit 

institution, the term »also includes such an institution to 
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the extent that it malceQ a loan to such a student prior to 
June 30, 1978, to enable' him or her to continue or complete 
his or her educational program.". 

DISCHARGEABILITY IN BANftfRUPTCY 
OF EDUCATIONAL LOAI^S 

Sec. 9'. Subdivision a. of section 17 of the 

Bankruptcy Act {11 U.S.C. 35(a)) 'is amended by striking ^ 

out "or" following clause (7), by striking out the period 

following clajiase (8) and inserting in lieu thereof a 

semicolon and "or", and by addiTig.^at i-he end of the subdivision 

the following new clause; 

f *■"■■■ 

■"(9) are. deb-tis arising' but o5 loans \for educational 
purposes made or injured by'^the FederaJv government, 
a State, or a nonprofit private ixiSti,ttition or 

\ organization with which .ti^e'Cprrfrrtissioner of Education 

\ has an agreement under section 428 (b) of the Higher 
^^Education Act of 1965, the first payment of any 
installment of which was due on a date less than 
five years prior to the date of the petition.". 
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Senator Pell. The next witnesses are a panel representing the 
Consumer Bankers Association. 

I hope they will discuss' the whole question of the guaranteed 
student loan program, how they as bankers view it, and what they 
think will happen to the program in light of the high default rate, the 
10 percent limitation of income, and also the new regulations that are 
proposed by HEW. Introduce yourselves^ please. 

STATEMENT OP ROBERT E. TOBEY, PRESIDENT, CONSUMER BANK- 
ERS ASSOCIATION AND FIRST VICE PRESIDENT OP THE 
NATIONAL BANK OP DETROIT; JAMES L. SMITH, SENIOR VICE 
PRESIDENT, SECURITY PACIFIC NATIONAL BANK, LOS ANGELES, 
CALIP.; E. S. AMAZEEN, JR., VICE PRESIDENT, PIRST NATIONAL 
BANK OP BOSTON; AND DREW TIDWELL, LEGISLATIVE REPRE- 
SENTATIVE, CONSUMErVbANKERS ASSOCIATION, A PANEL 

Mr. ToBEY. My name is Eobert Tobey. I am president of the Con- 
sumer Bankers Association, M'st vice president of the National Bank 

of Detroit. f . ■ . i . o -i. 

To my left is Mr. James ^ith, senior vice president, Security 
Pacific National Bank, Los An^lres, Calif, umd to my right is E. S. 
Amazeen, Jr., vice president. First National Bank of Boston, who is 
f.'hairman of our Legislative Committee; and to* my far right is 
Drew Tidewell, who is the staff representative of the Consumer 
Bankers A.ssociation. 

Senator Pell. If you would proceed. . . 

Mr. ToBEY. We appreciate the opportunity, nrentlemen, to visit 
with you this morninp: and to discuss what Ave believe are important 
aspects of the student loan program. 

The Consumer Bankers Association's membership represents com- 
mercial banks holding in excess of 75 percent of the total outstand- 
ing in student loans. The problems -experienced by banks and other 
lenders in the federally insured student loan programs are numerous. 
The most significant problem is in tile matter of defaults. Defaults 
currently represent in excess of 20 percent of the total outstanding 
loans in repayment in many major banks and delinquent student 
loans have a similar ratio or higher. This compares to the national 
average of 5.4 percent for unsecured revolving consumer credit at 
December 31, 1974, as reported recently in a national survey.^ 

The second most frequent complaint among participants in this 
program is the very complex operating procedures required by the 
present law and i;;e£?ulations. We are aware of tlie substantial in- 
creases in staffing that is planned by the Office of Education. How- 
ever, the effective implementation of these plans could be 2 to 3 years 
from now. It is our contention that more immediate relief is neces- 
sary to ,maintain the present participation level of bank lenders. 
Most banks are involved today in measurin^r the profitability of all 
loan programs, some banks liave made 'definite plans for limiting 
their investment in the program, and some banks have discontinued 
the program entirely in recent weeks. A notable example is the Bank 
of California witli $28 million in outstandings, representing approx- 
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imately one-sixth of the total outstandings in the State of California. 
The apiount of time required for processing the proposed changes is 
going to be simply too long for many participants. 'Stova effective 
and immediate relief is necessary. 
It is our recommendation that any legislative effort attempt to: 
One: Grant authority to regional offices to establish supervision 
over loans for that area in order to provide a more immediate 
response to problems; Two: Directly support individual state loan 
• programs; 

Three: identify specific standards of qualification for participat- 
ing institutions; Four: Eequire participating schools to provide 
necessary information needed by the Office of Education for pro- 
ceeding loans ; 

Five: Recognize that student loans are a special type of credit not 
comparable to other types of bank consumer loans! 

This legislative effort should direct that regulations be timely and 
clear so that 'student applicants may understand the eligibility, 
income, and repayment requirements'' of the loan. Congressional 
action is necessary if this very desirable support of postsecondary 
education is to continue. 

Since our notice of this hearing was short, we request the permis- 
sion of the chairman to revise and extend our testimony in the 
record within the next 14 days. 

Senator Pell. Certainly. I would be appreciative too, if the bank- 
ei-s in my own Jj5tate, who ai^e very much involved with these student 
loan programs, could be involved in this supplemental statement. 

Xow% what is your reaction to the elimination of the defense of 
infancy, do yon think this is a good, a good idea, or a bad idea? 

,Mr. ToBEY, I think it is a necessary step. T listened carefully to 
the testimony previously given, and I concur. 

However, in our own operation, I will speak now not as president 
of Consumer Bankers Association, but referring back to my banking 
operation in Michigan, we attempt in every instance where it is 
possible to secure the signature of one or more of the parents of the 
students that are minors, not onlv to lend credence* to the legality of 
the contract. This helps us to get the support of the parent if' the 
student defaults.. 

Senator PELL.'Tliat was not a requirement* 
' Mr. ToREY. That is correct. 

Senator Pell. Is it your cxperieiice that in every State there is 
one bank of last resort whejT a student can go and get a guaranteed 
student loan if all else fails? 

Mr. ToBEY. That is not true in Michigan. I would like to ask these 
other gentlemen to pei'haps comment on this area since they are 
more familiar with it. Mi\ Smith ? 

Mr. Smittt. I, of course, am not certain of the situation in every 
State, but I believe it is true that there is some source of funds if 
the student will pursue it diligently. The .assistance of his school 
financial aid officer can be very helpful in obtaining a loan. 

Senator Pell. It was just said there was not such a case in 
Michigan. 

Mr. TdBEY. ^Y\\^Lt T meant was that the banks in I^richifran have 
stepped up to their iTsponsibility. We have not really found it neces- 
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sary— at least not in our experience— where the students must search 
for a source of last resort for borrowing for the purpose of educa- 
tion. 

Senator Pell. You do not require the family to have an account 
there, or the boy wear a necktie and have his ha'ir brushed, et cetera? 

Mr. ToBEY. Xo. In our program, we operate through the United 
Student Aid Fund. Our delinquency and our default rates are far 
better— and why that is so I cannot answer at this' point in time — 
but our experience has been far better than the average. 

Senator Pell. I am stnick by another factor. That is, small loans, 
when they are ^iven out by baiiks, to buy a car or refrigerator, or 
something of that sort are handMl-,4iffG.rGi^^^y ^^'^^ ^ guaranteed 
student loan. 

Why do some banks have different persons assigned^ to giving 
those different loans, as a rule?.! think this is true in all banks. 

Mr. Amazeex. ]Mr. Chairman, a couple of answers . pop through 
my mind here. 

First of all, it is a-different kind of credit from the point of view 
that we are not dealing with crediting in its traditional, sense. We 
are talking to an 18- or 20-year-old individual who does not neces- 
sarilv have any past experience in the business 

Senator Pell. ISIy question is, that a 20-year-old individual can 
come in and borrow money to buy a car, and one person will handle 
this loan. If he wants to borrow money for his education, then 
another person will handle that loan. Tyliy would that be in most 
banks ? 

Mir. Amazeex. In the case of where the individual wishes to 
finance an automobile purchase, one would take a look at that request 
like ?iny other credit request, such as if th^^gerson is employed, and 
sofolrth. A 

It I requires a credit analysis that would not be required on a guar- 
anteed student loan. 

Sdnator Pell. That is right. I recognize that because you have got 
Federal guarantee backing you up, why would not the same person 
handle both loans ? ^ 

Mr. Amazeex. I thinlt in many cases this is done. I know, gener- 
ally speaking,''wherever you have any branch banking, an individual 
can walk into a branch and discuss an educational loan, as well as 
any other type of loan. 

Senator Pell. The reason I ask this, is f hi^t my son is^ a banker, 
and he only handles the noneducation loans. Ixasked him why he 
does npt' handle the education loans, and he said^^it^is a completely 
separate department. 

I was wondering if this was true across the country. ^ 

Mr. Amazeex. I cannot speak across the country, but I am quite 
sure that for each case, such as the one you have just described^ you 
could find one such as I have just described. 

Mr. Smith. ]Mr. Chairman, if I might add to that answer a little 
bit, in speaking for California, and I believe it is pXobably the same 
elsew^here, this is such a highly specialized and c6paplex type of 
transaction for the hank in that it is essentially not\credit in the 
traditional sense, such as an applicant for any other type of install- 
ment loan. 

\ 
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This is essentially a credit operation in the bank that requires a 
level of expertise that is distinctly different from that required of a 
typical loan officer. It is not judged as banking credit would be, and 
that is part of the reason for the differences in the default and 
delinquency ratios which we compared in our testimony to the more 
popular type of direct bank credit. 

It is essentially a papermill in the bank. It requires a very highly 
labor intensive operation. We are just processing paper in that 
department. 

Senator Pell. In the 'guaranteed student loan program? 
Mr. Smith. Ilight. 

Senator Pell. You heard the testimony of the officials of thfe Gov- 
ernment. AVhat were your reactions to their suggestions and their 
proposals in. general. Do you take any particular exception to any 
of their suggestions, or do you have any recommendations for this 
subcommittee? 

^ Mr. Smith. Let me answer first. My own reaction is that I see the 
bank leader being put in the position of policing this activity more 
andm^Dre. . 

I-^ink in spite of the fact that banks are being paid a subsidy, 
it is difficult for us since we do not have the legislative or regulatory 
power to enforce the policing of educational institutions. 

I think it is unfair of the Office of Education to require banks td 
absorb the loss of the refimd for schools that have closed. We do not 
TO-a-^Qsition7~or-tit^east-\vc~ have not been in a position, of measur- 
ing the school's quality c\\ nhility to continue in business, or to 
deliver, the educational product. To transfer this responsibility to 
the banks may indeed cause many banks to decide that since this 
program is already marginally profitable, or is operating at a loss, 
or is done by that bank as part of its social responsibility, they will 
not continue. ^ 

Senator Pell. At the same time there is an incentive in the bill, 
that you would have the use of the money for a longer period of 
time, you get $1,500^ a subsidy and special payment on the example 
useds and $500 is turned over to the student, and you have not paid 
the. use on the total amount of that money until it is paid out. Would 
that not be correct ? 

Mr. Smith. You are referring to partial disbursements? 

Senator Pell. Correct. 

Mr. Smith. I am not as concerned about partial disbursements 
because banks typically have meclmnical processes to make partial 
disbursements such as during the life of a construction project. 

We file "a claim and under the proposed regulations, the Govern- 
ment only pays a proportionate amount of the total claim. . 

Senator Pell. But that is to encourage you to give it out in smal- 
ler installments, that is the whole reason for |t. 

Mr. Smith. Again that is transferring the ]:)olicing activity back 
to the lender, and^I do not think the lender will respond by accept- 
ing that responsibility. 

Senator Pell. It is not tran^^ferring. It is saving please do not 
give $1,500 all at once to the student. Give it to tliem in $300 or $500 
lots, and then you are absolutely covered. 
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Mr. Smith. I disai^ree that there is any absolute protection. If we 
had it in three installments, it might lessen the loss, but suppose the 
school went out of business the day after we ^made the second install- 
ment? 

Senator Pell. You would still have the $500. 

Mr. Smith. Still Have the lo.^s. They are loan losses to the banks 
involved in this pro^i^ram. in addition to the operating expense. 

Senator Pell. I always think it is a privilege for a bank to be 
willing to lend money to somebody, otherwise you go out of business. 
But banks look on it as a iprivilege for somebody to borrow from 
the bank. 

Mr. Smith. I hope that has been a more historical image than it 
is now. ^ • . . 

You must remember, ho\\:ever, that there is keen competition for 
nvnilable funds for a bank to loan. 

Senator Pell. I think that the Guaranteed Student Loan Program 
has done a great deal to change the image of the bankers, from the 
time of ,L P. Morgan and the midget, when the bankers did not 
enjoy such a reputation in the community. Socially bankers have 
always been of the highest order, but in general were thought of as 
hardiiearted persons. 

I do not tliink that image remains. I think the Guaranteed Stu- 
dent Loan Program has played a role in that image. Also, banks 
hAve become more socially conscious, and gotten more into public 
ser^dce program. 

Woukl there not be some way of working this out to encourage 
banks to make partial payments, and at the same time maybe the 
regulations could be altered a certain amount to have a lower risk? 

Obviously, if you are going to make any return at all, particularly 
with the guaranteed loan, there should be a little risk in it. 

Mr. Smith. 1 agree, I think it can be worked out. I think that has 
changed 

Senator Pell. Yon cannot have any loan without a risk at all? 
Mr. Smith. We acknowledge that. 

Incidentally, there is a very low loyalty level of the student to the 
bank after graduation as far as retaining that student as a perma- 
nent bank customer. 

Senator Pell. They do not tend to come back? 

Mr, SMmi. No. They tend to return to their home, and bank 
where they live. - 

Mr, Amazeex. If I may, I would just like to add a word to Mr. 
Smith's comments. 

I think that many of the proposals that we heard a few minutes 
ago are very euustructive ones. 

Of course, the major one is the possible exclusion of the proprie- 
tary schools. I am not sure what the impact of that is. It does strike 
me as a move toward separating the business, of lending from the 
business of education, and maybe that would make some good sense 
in the long run. 

Senator Pell, 'Wiank you. 

Senator StafforoT^ 

Senator Stafford, Thank you, Mr. Chairman. 
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I have a question, Mr^ Tobey, in connection with page 2 of your 
statement. You say that \^he amount of time required for pi:ocessing 
proposed changes is gditi^ to be simply too long for many partici- 
pants. More effective and immediate relief is necessary. 

I wonder if you had any concrete suggestion you wanted to jnake 
toduy on how this could be done, or if you intended to supply them 
for tlie record when you revise and extend your remarks? 

If you have them today, we would like^ to hear it. 
^ Mr. Tobey. Mr. Amazeen, would you care to answer? 

Mr. Amazeex. We would like to get much more specific in the 
next couple of weeks, but specifically we stand.;ready as an industry 
to provide assistance to the Office of Education as thev are trying 
to strengthen their regional efforts. We stand ready to try to supply 
talent, or trammg, or whatevey it may be, and to have them actually 
come mto the banks and defiije with us the possible problems that 
perhaps we as an industry not even aware of at this particular 
time, so we can highlight thfe problems and take specific actions. 

Senator Stafford. In your discussion, Mr. Tobey, and discussion 
of the Admmistration witnesses earlier, there were figiires about 
delmquency rates, default rates, and I am wondering if you have 
.any statistics as to how. many students, or what percent of students 
out of those who apply for a loan are turned down in the first * 
mstance? 

Mr. Ama2;een. For student loan ? 

Senator Stafford. Yes, under the Guaranteed Student Loan Pro- 
gram. ' 

Air. Amazeex. i doubt that very tew are. I know we handle it on 
a first-come, first-setved basis, if they meet the qualifications of the 
statute and regulations. ^ 

Senator Stafford. Let me ask it this wav. Do vou have many who 
apply who do not meet the^ qualifications for a 'loan ? 

Mr. Amazeex. In our experience that number has been^ declining 
each year as more people come to understand what the qualifications 
are. n. . 

Sl^nator Stafford. Without binding you to anything, would you 
put any percent figure on the number who might not qualify for 
loans ; would it be 10 percent, or 20 percent ? 

Mr. Smith. Senator,'I would say it is less than 10 percent, and 
priinanly affected by an individual participating bank's own rules. 

Senator Stafford. I see. 

Mr. Smith. If you Were literally following the provision of the 
law, everyone would be eligible. 

* Senator Stafford. Taking care of applications on a firsf-comc, 
fir,st-served,- basis, do you finrl that the available funds for guaran- 
teed student loans have been utilized before the total number of 
students who. want them have had a chance to apply? 

Mr. Amazeex. Well, I am not aware that that "is happening. I 
realize there was a downturn, in volume. I believe over the last fiscal " 
year, but T can answer ,by saying that I do not know of a student, 
at least in our area of the. country, that has needed this type of 
assistance and has not been able^ to obtain it. 

Mr. Tobey. I was going to .add. Senator, that I think vou will find 
that the normal commercial biinldng operation involving .^udent 
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loans is such tliat if tliey are to turn downward the amount of 
volume that they feel that they are capable of hahdliiip:, their first 
concern is^tb take care of previous customers. This is the second- 
year student, third-year, fourth-year student that has previously 
borrowed. ^ 

I do not know of any instance where that student has not been ' 
able to have its further' borrowing needs satisfied. The new student * 
coming into borrowing marketplace for the first time might have 
?C/me difficulty. But, again, he has undoubtedly, through his parents 
or himself, gained some relationship with a commercial bank that 
could take care of his needs. 

Sen^itor Stafford. I know, ^Nlr. Tobey and your colleagues, there 
are some congressional offices that get a considerable volume of 
inquiry from students who want loans in whicli they say they have 
not been able to get themr 

This is not necessarily true of my own State, but it is in some of 
the States and some districts. And that is why I have asked these 
questions. 

You may find other Senators and Congressmen asking you these 
questions directly since they have students who were not able to get 
loans. And there have beeii newspaper accounts also indicating stu- 
dents have not been able to obtain loans when they wanted them. 

So we mav want to pursue this question further from the comW 
mittee as well. j( c 

Thank you. , fe-^s^^ 

Senator Pell'. Thank you very much. 

~ — One-final-detfdblrquest-ieHv — — — — — ^ 

„What would be your view with regard to the hiring or engage- 
ment of private collection firms to recover these loans ? 

Mr. ToBEY. TVell, if I tnay comment on something. We are using 
a service provided by the First National Bank of Minneapolis. It 
has started to specialize, and this is probably 2 years ago, in the 
handling of processing, collection, et cetera, of student loan port- 
folios. , . 

I think, at the present time, they have five or six major banks 
across the country that they are providing a service for — of course, 
at a fee. And, very frankly, our experience has been excellent 
because they are highly specialized. 

As Mr. Smith has indicated, this is a very complex lending func- 
tion from the beginning to the very end. And having specialized in 
this, they are performing at a level of efficiency that we are not our- 
selves capable of arriving at. 

Senator Pell. TVHiat percentage do they get of the amount col- 
lected as their fee? 

Mr. ToBEY. Our delinquencj' rate on our loans of repayment, last 
month slightly under 5 percent 

Senator Pell. ^Nly question is: What percentage does First of 
Minnesota receive when they collect for you? 

]Nrr. ToBEY. I am sorry, sir. T (To not recall the exact figure. It is 
the flat amount per loan per month, and it is a nominal amount. \ 

Senator Pell. Would you submit that for the record? 
' ilr. Tobey. I would be glad to. - 
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Mr. Amazeen. If I may add to that point. 

I think in the area of specific collections, if the Office of Educa- 
tion were going to attempt to do business with outside private 
agencies, it would be a very constructive move. 

They alluded this morning to a startup period, a time of training 
and hiring of their own personnel. 

I think if we went out to private collection agencies, they would 
go to someone with experieiice and begin to resolve the problem 
now. And if the problem slackened in a couple years from new, they 
could back up and not be stuck with a staff that they did not loiow 
what to do with. 

Senator Pell. Thank you very much. 

At this point I order printed the statement erf Mr. Tobey, with 
attachments and the statements of those who could not attend and 
other pe;;tinent jnaterial submitted for the record : 

[The material referred to follows :] 
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STATKMKNT OF ROBERT E. TOBEY, PRESIDENT 
THE CONSUMER BANKERS ASSOCIATION 
BEKORE TOE 
SUBCOMMIITEE ON EDUCATION 
SENATE LABOR AND PUBLIC WELFARE COMMITTEE 
mRCH 5, 107^j • 

Good Morning, Gentlemen: My name is Robert. E. Tobey. I 

am First Vice President of the National Bank of Detroit ^nd President 

r 

of The Consumer Bankers Association. I appreciate the opportunity to 
visit with you this morning and to discuss what we believe are impor- 
^'ant aspects of the Student Loan Procjtam. \^ 
The Consumer BanKers Association's mepbership'represents 
commercial banks holding in excess of 75;s of the total outstanding in\ 
student loans. The problems experienced by banks and other lenders ^\ 
in the Federally insured student loan program A^e numerous. The most 
significant problem is in the matter of defaults. - Defaults currently 
represent in excess of 20/i of the total outstanding loans in repayment 
in many major banks and delinquent student loans have a similar laLio 
nr h^inhf^r. i ttis Compares to t he nat ional average of 5.4% for un- 
secured revolving consumer credit at December 31.^ 1974, as reported 
recently in a national survey. 

The second most frequent complaint among participants in this 
program is the very complex operating procedures required by the present 
law and regulations. We are aware of the substantial increases in 
staffing that is planned by Llic Office of Education. However, the 
effective implementation of these plans could be two to three yeats 
from now. It is our contention that more immediate relief is necessary 



63 



to maintain the prosunt p^irticipotion level o£ bank lenders.^ 5:^22^ 
bankii are mvolvocj today in m^j.^Hnriruj the pro tx Uib'i liLy ot all loan 
pcograms* some banks have made definite plans for limiting their in- 
vestment in the program and some banks have discontinued^ the program 
entirely in recent weeks. A notable example is The BanH of California 
with $28 million in outstandings, representing approximately one-sixth 
of the total outstandings in the state of California.' The amount of 
time required for prcccci;ing the proposed changes is going to be 
simply too long for many participants. More effective and immediate 
reli^ef ii; neceii;iary. / 

It is our recommendation that any legislative effort attempt 
to 1. establitjh regional supervision for more immediate response and 
to determine specific action necessary to resolve present problems; or 
2- directly support individual state loan programs; 3. identify specific 
standards of qualification for participating institutions; 4. require 
participating schools to provide necessary information needed by the 
Office of Education for processing loans; 5. recognize that student 
loans are a special type of credit not Comparable to other types of 
bank consumer loans. 

This legislative effort should direct that regulations be 
timely and clear so that student applicants may understand the 
eligibility, income and repayment requirements of the loan. Con- 
gressional action is necessary if this very desirable support of 
post secondary education Is to continue. 
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Since our notice of this hearing was short, we request the 
permission oz the chairman to revise and extend our testimony' in the 
record within the next fourteen days. 
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An Additional Statement for 
The Consumer Bankers, Association 
Regarding Student Loan Defaults 



Mr. Chairmai^: 

We appreciate your * according our Association an oppor- 
tunity to present additional comments regarding the student 
loan'^'de fault problem. Before commenting generally on the 
Adnmiis tration ' s recommendations we would like 'to emphasize 
that commercial banks will be willing to act as the primary 
lenders for student loans. However, a realistic rate of 
interest in light of today 'sHiigh costs of funds and the 
guarantee that the Federal* government will quickly process 
our claims when defaults occur are essential. We feel 
strongly that if these two refoxros were enacted there would 
be a significant increase in lender participation. 

With regard to the general problem of defaults, we 
Vfeel strongly that the student loan program has been run 
by the Office of Education in a manner which would encourage 
the student to default. All of us are aware that if you 
are delinquent on an instal^nent loan to a bank or other 
lender that action will be taken to encourage you to begin 
payments. Most borrowers know that banks will either refer 
the mattej: to a collection agency or use some other means. 
If this does not work the creditor will 'take court action 
or, if possible, repossess the collateral. 

; ' Students are aware that the Office of Education does 
not have any type of effective collection mechanism and that 
essentially when they default no realistic effort will be 
made to collect. 

Many lenders will candidly admit that their collection 
operations do not yield large amounts of money. However, 
the same lendd^r will admit that without their collection 
activities the psychological impact upon the borrower to 
pay his debt in a timely fashion would be devastating. l' 
am afraid that thi^' p«^ychological effort is not present in 



ERIC 



o„ 6G 



U3 



-2~ 

the student loan' program. Also, there is a possibility that 
a properly run recovery operation could yield the government 
a substantial return on its investment. 

I 

Now. turning to the Administratrfon ' s recommendations 
we have a few points which we would like to make; 

Recommendation for minimum payment for married borrowers 

Under the proposed changes student borrowers who happen ^ 
to marry each other would ioe granted a combined/ loan repay- 
ment program. If each student had incurred a maximum amount 
of loans and the maximum repayment period were utilized, pay- 
ments would be in excess of $232 per month. If each stude/Tt 
.had dissimilar loan amotfJ^its, the effort to combine the r^ay- 
ment ii^ a single payment amount would necessitate proportioning 
the payment to reduce each loan in an appropriate afnount. We 
are concerned as to the fate ofi the combined loan if the stu- 
dents who marry are later divorced. Perhaps an alternatfVe 
solution would be .to offer a lower monthly payment on each 
loan with an annual review to determine the necessity for the 
reduced payment amount. This is ah alternative permis.sib^ 
at the present time with the approval o£ the Regional Direc+-or. 

Multiple disbursements 

Multviple disbursements places the lender more signifi-- 
cantly into a position of policing the entire program. ,.If 
"multiple disbursements are to be included^ in the regulations 
they should be on a "letter of credit" or '•undisbur^s^d loan" 
basis; The mechanics could then involve a simple request 
from the 'student verified by the school to allow future 
advanced. Otherwise multifile disbursement presents a ,costly 
and time-consuming approach from the standpoint of the lender. 

Requirement for Schools to provide student data 

We endorse the requirement that educational institutions, 
be required to cooperate in providing student address and 
-enrollment information.' 
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Proprietary schools as eligible lenders 

The question of proprietary schools as eligible lenders 
is a very difficult proposal. We agree that the majority of 
proprietary schools ithat also act a§ eligible lenders have 
created many problems. However to bar proprietary schools 
without restricting all educational institutions may be 
excessively discriminatory. The extreme delinquency ratio 
cited for proprietary school students is not exclusive to 
the. portfolio generated by proprietary school lenders.. I 
believe the delinquency ratio for proprietary school 'students, 
regardless of v/ho the original lender was, is equally high. 
Consideration shopl'^ be given to barring any kind of special 
arrangement's oi? referral programs for proprietary schools if 
they are to be eliminated from the program. The barring o£ 
all educational institutions would reinstate their proper 
role as educators aod let the lenders handle the making** qf 
loans . 

Collection activities , 

Any proposed regulations should identify the responsibility 
of the Office of Education to develop more realistic and effec- 
tive collection practices than has been demonstrated to date. 

Student loan bankru ptcies 

. — iT' 

The student loan bankruptcy issue may be merely symptom- 
atic of the general permis is i^eneKS 'iDf irhis -program— -Wtth--more-^^ 

explicit instructions to student^ better defined eligibility 
requirements and stronger collection effort, perhaps we could 
restore enough discipline in this program to avoid the ques- 
tion of providing the U.S. Government with an additional priority. 



Mr. Chairman: Over thp next month The Consumer Bankers 
Association is going to send a questionnaire relative to the 
federally guaranteed insurance on stude*l?'t loan programs to 
all its member banks. From the,guestionnaires , we should be 
able to ascertain the feelings of consumer bankers throughout 
this country as to how to make the program. more workable and 
viable . 
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arnnr loam SMxacxm Mwastan 

AQIfflKHEIIT, Mm1« m of tta» c»«y of » I91h 

hrnXMrno, mST HA7X0IIAL BAHK OT MlOOBAfOLXa (hUTWlli <tMlM •Tlnit") «nS IA7XQIUL 
BAHK 07 UBOCn (htrvin oaTUd «L«Dd«r«). 

1. n»t hM MtabliiM a procs^a Md tarftMB f or proomUc ud advl»ist«rlat 

loaoa* first a^rvMi to act as a(«iit fto Undtr Xm sdidKUt«rla« auoh stoMot lottM 
ADd Finite in its dUor«ti<»» ymimrUkm U wmrwim moa vili pttrforw tha foUawiaK 
fVBiotiocw and dutiM in GooiMotlaQ tbarwiUit 

Tnomt^r all loan infonatUn oo cadatint loaos ijato nivtit 
MTTloliME agr at«u 

b. ProoMa oair loan applloatlmna for cuaranto* o o— lf»rt » 



c. Prapara nota for atadantia e5<aatar«, 

d. Pxvpara foraa raqoirad iaMlcan Hadical Aaaooiation 
Edimtion uk) Aaasaroh f oaodatioi for raportiac diateraa- 
«aata« ooavaraioiia, oanpanationa and piK^.d loaoa. 

a. Provida Lndar aU na c aa a ary ra^orU daaozlbad in FiratU 
Stodant Loan oparatls^ aaimal to proparly oontrol ita Xaan 
portfolio. 

f. Parfont aU audita md protilda all vaporta aa na/ ba rnairad 

AMurioon Midiaal Aaaoelatlon Sdacation and BaaMzoh roondation* 

(. Prapara aoMal "L«y«ra ■aq;ttaat for PligrMit of Intaraat" dw froa 
atodMt, 

li« GaiV«ta aaoaaaavy infoxaatian for ocmmtmiaa of intarbi ncrta to 
pagroot otataa* 

i. Vacatiata npagrMnt aabadala with atadast prior to natttritgr of 
intarla laasa. 

j. Coovart intarix loana to pajcnat atatoa on flratU Xnatallaaat 
Low dyataa lod fumiah atodant with aidiadttla of rtpaTMUt and 
M^ma book. 

OoUaot and racord all aooatazr tnfoaaotloQa and aUtaa ohaagaa 
affaetinc mo^ atadant^a lotn* 

1. tait payiMsta JiaaiTad Inalnrtint all faaa and ohaztoa dua 
Lndar on a vaakly baaia* 

u* fmetorm all oollaotian prooad«raa oooaiatent with aooaptihia 
ooOIaoUoQ praotioaa* 
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n. First r*eerTu tho rl^ht to &IIov wgiy payout xu>tfii obligor 

oxtansioa«| revlsloaa. or rvcocrersioiu bade to'iAt«rlM itatua« 
cooBlAtoit with the r«gulAtlo(i5 which 0*7 tmotmMry for ordirl/ 
liquidatioo of a loan. 

o. Prepare and proo«M dMth^ total dlsablllt/ and default oXaiua. 

p-« ' Perf ono othar functiona set forth iu 7irat*a Student Loan Opemting 

Manual px^vidod to Londer, 

2. Lender heroby- appoints first as its a^ent to administer those student loans 
ioade by Lender as described In Parc^raph 1, in accordance with toi abore-listed 
iictdvltics and Rulas and Regulations of tha American Medical Association EducAtion 
and Aeeearcjii Foundation and with XUll power to sign aad act on LeDd«r* a behalf in all 
transactions with said Foundation. 

3* first shall hare no responsibility for loss or daioace suffered, bgr Lander 
on any serrloed loan, except as is direotly attributable to Ilrat's negU^eooe^ and 
Lender assiaws all re^^pontibility for oorreotossa and cGHpletaness of all loan 
related papers turned orer to first. 

k* first Bay x^tuxn to Iisoder at any tiae any loan related papers lAklch it 
has been serriolng^ and Lander aay d«aaad return of any loan related papen upon 
vrlttsa notioe delivered to firat at least thirty (30) oalendar days prdor to the 
end of any oolscdar q:aarter. Either party say tentlnate this ac«»y agreeaent upon 
written notioe to the ot^er party dellTered at least thirty (30) oaleodor days prior 
to the end of any cAlendar quarter* First siiall tbcin hare the. respooeibili^ for 
rs turning all loan related papers to Lender within a reaffon^>lQ ti»e tberearter. 



fXBSr UATIOIUL BANK OF HltQiSAPOLIS 

— : — ^ — -4 — 

Title ^ 

HATIONAL BAHX OF jDE^AOIT 

^. • 

Title 




July . 1973 



Tint Katiooal Bank of MiooupoUs 
220 5* Sixth StTMt 

0«ntlen»ai 

It iB our uzidorBtAndlxie that tba £90 oohfidulM in oozxMctioo with tho 
Studtnt Loaa SMTleine igrMos&t bttwMn jrour banlc unci thla bank 
ocTvrine tte procMaine «ad •dminltttring Aaarloan tMloal AssooUtloo 
Sducatioo and BMMurch f ouodatloQ KUamntMd ttudant IxMns will be aa 

$3.60 Par not* acqulaltloo coat on axlsting 
loans In portToXio 

$3»00 Par note ocquLaltion ooat en neu loons 

$ .dS Par month par nota sarTidng Tee 



When a atodanttg intarim notea reach naturity and are oov 
Terted to a pa/out aUtua th* ToUowli^ acbadule replaces the 
abore fee aobedula. The fee applies to each atudeat*a Inatall- 
laent Loan. 

$l«ii6 Per nonth per ^iXLt loan 

mere vlll be a t3.60 per loan aoquialtlon fee on loans in 
payout atatua at the tins the baolf siibaorlbea to the aexrlcet No 
aoquislticvi Tee on future loans automatioell^ converted from in 
interis atatua to a payout etatua. 
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First Ilatioaal Bank oJt Mlmieapollc f9^e 2 



Jua^r , 1913 



It is our further understanding that you agree that tho Tore^^olnc 
fee acheduloa shall reoain in erreot unchanged Tor a mlni"«^"i o£ 
0Q3 year froia the date oT the Agreerasnt to which they relate. 

Will you please Indicate your coafirmtion ol ozk} a^^reemeat with 
the Toregoinc by signine. and returning to us the emsloeod copy 
of this letter* 

Vexy truly your6| 

MATIONAL BAKI OF DBTROIT 



Vioe President 



fi£TiVA>/Stsak 



Confinoed and agreed to 
this day of 



1973. 



FIfiST NATIONAL BAOT OF MINNEAPOLIS 
TiUe 



erIc 
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December 6, 1974 




Mr. Albert A. Maier 
Manager, Student Loan Section 
National Bank of Detroit 
P. O. Box 334A 
Instaloan Division 
Detroit, Michigan 48E3E 

Dear Mr, Maier: 

Increasing costs and inflation are not strangers to anyone 
these days. The Student Loan Servicing Center is no exception. 
Personnel costs have risen sharply, as has paper, phones, com- 
puter costs, and just about everything else, as an example; 
postage, which is a necessarily large expenditure for us, with the 
anticipated increase will have risen 62. 5% since we settled on our 
initial fee schedule. 

For the past four years we have been able to hold the line. 
However, we have found that with costs spiraling we can no longer 
service. loans at 1971 prices and still maintain the high quality of 
service that you have the right to expect. It is for this reason we 
have no choice but to adjust our prices. 

The attached fee schedule reflects these changes which will 
occur in part January 1, 1975, with additional changes effective 
May 1, 1975, 

Please contact us if you have any questions. 



Sincerely, ^ 



K, N, Erickson 
Assistant Vice President 



KNE/lmo 



Enclosure 
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STUDENT LOAN SERVICING CENTER 
FEE SCHEDULE 

' Effective January 1, 1975 (February 1, 1975 Billing) 

New Loan Fee: 

$2. 00 Per note acquisition cost on new loahs if 

lender processes application through regional 
office ar.d prepares input document. 



$2. 50 Per note acquisition cost on new loans if 

Service Center prepares input document. 



3 $3. 60 Per note acquisition cost if Service^Centcr 

processes the application and.prepares input 
document. 



Monthly Servicing Fee ; (Payout) 

/ $1. 79 Per student per month during Repayment 

(payout) period. 



Efiective May 1, 197 5 (June 1, 1975 - Billing) 
Monthly Servicing .Fee : 

$ . 85 Per month per note during in-school period, 

y.^^ $1. 20 Per month per note during grftco period. 
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MEMORANDUM 



DATE: October 2, 1973 

to: participating bank 

PROM: STUDENT LOAN SERVICING CENTER 
SUBJECT: TRANSACTION CODES 



DEBIT CODES 

5507 - Reverse late charges originally received by bank or waived 

5508 - Reverse paid late charges originally received by the Student 

Loan Servicing Center , 

5509 - Assess late charges 

5513 Reverse payment originally received by Student Loan Servicing 
Center 

5514 - Reverse payment originally received by bank 
5531 - Rebate ^ ink discount 

5537 * Rebate g rnment inte-est 



CREDIT CODES 



7707 - Cash received by bank to pay late charges 

7708 - Cash received by Student Loan Servicing Center to pay late 

charges 

7713 -/ Payment made by student to the Student Loan Servicing Center 

• 7716 / - Advice of payment by bank to the Student Loan Servicing Center 

/ 



0353 " Grant extension 
3357 - Cancel extension 
9909 - Request coupon book 
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CTIVES OF THE SERVICE . 1-1 



To provide lenders participating in a guaranteed student loan prograni 
with a complete service for the adnninistration of their student loan port- 
folio and which will: / 

1. Relieve thenri of the costly bookkeeping, control 
and other administrative responsibilities. 

2. Prepare all necessary reports and maintain all 
required records. 

3. Assure the lender of compliance with all rules 
and regulations. 

4. Provide a uniform and more effective collection 
and liquidation proced^ure. 

5. Enable the lender to maintain maximum partici- 
pation and to be in a better posit;ion to share in 
the benefits of the Student Lioan Marketing 
Association when available. 
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FEATURES OF THE SERVICE -Interim Loans 



NEW AND EXISTING INTERIM LOANS 

The service program is designed to accommodate the lending bank's 
existing Interim Loan Portfolio and all new loan requests received. 

BOTH USAF AND FISL 

The service program allows a mixture of both USAF and FISL for a stu- 
dent. Each note is treated individually for reporting, controlling, and 
billing of Interest. 

BILLING OF INTERIM INTEREST 

The service will take complete control of the interest billing. Interim 
interest is automatically calculated and maintained by an automated 
system for each loan. Interest will be billed directly to student on those 
loans which are ineligible for interest benefits and to the Government on 
eligible loans. 

BILLING OF PAYOUT INTEREST 

Some loans qualify for interest benefits from the Government when the 
loan is converted to a payout status. The service program will continue 
to bill and maintain control of this interest for the life o'f the payout loan. 

BALANCE.CONTROL AND BILLING OF "SPECIAL ALLOWANCE" 
Servicing will include the control and reporting to Government the unpaid 
principal balance on those loans which qualify for the Special Allowance 
payment. 

MONETARY AND STATUS TRANSACTIONS 

The service will include the processing and control of all monetary 
transactions and status changes received. 

AUDITING . I 
The service will include the handling and auditing of the various reports 
received from the Office of Education and the USAF Agency. Thruugh 
an automated system the service will insure and rr=»intain complete and 
accurate records of all student loan transactions. 

CONVERSION OF MATURING INTERIM LOANS TO PAYOUT 
The Service Center will calculate the repayment options, negotiate a 
repayment schedule with the student and automatically convert the 
student's loans into a single Installment Loan on it's Installment Loan 
System. Coupon payment books will be furnished to the student for the 
term of the payout loan. 



FEATURES OF THE SERVICE-Payout Loans 



1-3 



EXISTING PAYOUT LOANS 

The service is designed to accommodate the lending banks existing payout 
loans. 

BILLING OF PAYOUT INTEREST AND SFFCIAL ALLOWANCE 
Some loans qualify -Car-Interest Benefits and Special Allowance from the 
Government after the loan is converted to a payout status. The service 
will cc^tinue to bill and maintain control of the interes^t benefits and 
report to the government the principal balance of those loans that qualify 
for Special Allowance for the term of the payout loan. 

COLLECTIONS 

The service will include all necessary collection procedures to i'nsure 
orderly liquidation of accounts. Such collection procedures will include 
past due notices, collection of late fees, collection letters, personal 
contacts, and collection referrals as required. 

MONETARY AND STATUS CHANGES 

The service will include the processing and control of all monetary 
transactions and status changes received, with monetary proceeds 
remitted to the lendei^'on a periodic basis. 

* ' /' ' 
AUDITING h REPORTING 

The service will ir^clude the handling and auditing of all reports received 
from or supplied /o the Office of Education and the U.S. A.F. Agency. 
Through an automated Installment Loan System the service will insure 
and maintain complete and accurate records of all student loan transac- • 
tions and supply Lender with all necessary reports to properly control 
it's loan portfolio and General Ledger Accounts. 

DEFERMENTS 

The service will include reconversion of a student's loans from payout 
status to deferred status if the borrower is eligible for such deferment as 
a member of the Armed Forces. Peace Corps, or Vista, or has returned 
to an eligible school to pursue a full time course of study. 

CLAIMS 

The service will include the filing of Claims on behalf of the lending bank 
at appropriate times and circumstances. 



/ 
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BENEFITS OF THE^ SERVICE 



ADMINISTRATION ~ . " ^ 

y 

The lending bank is relieved of all administrative duties in connection 
with it's student loan portfolio. 

STANDARDIZED PROCEDURE^ 

Procedures for remittances, servicing, processing, and collection are 
standardized through central servicing and constantly reviewed by a 
group working full time in the servicing of student loans. Standardization 
will result in a pVogram easier to adrhinister and control. tf 



PERSONNEL 

Using the facilities of a service center with standardized lo^n bookkeeping 
and servicing, the effect of personnel turnover and the inherent problems 
of retraining, contii aity, and follow-up are eliminated. 

ECONOMY 



The use of central servicing with automated procedures will stabilize 
costs on a program that must be administered for several years. The 
student loan program is continuously expanding and administration costs 
will continue to increase unless central servicing is utilized. 

REDUCED DELINQUENCY 

The use of professional tech'-.iques in processing and servicing of a loan 
should result in lower delir » ency. The continued updating and education 
on tried and tested collection* methods are available through specialized 
servicing. Our tv/enty-five years of collection experience and credit 
information facilities help speed the collection efforts. 



STATISTICAL DATA 

Through the use of automated equipment, required statistical data can be 
furnished as a by-product of loan bookkeeping. Any changes required by 
the government from time to time can be readily implemented through ■. 
the servicing center. 
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PARTICIPATING LENDER AGREEMENT 





STUDENT LOAN SERVICING AGREEMENT 




AGREEMENT. Made as of the day of 




197 , between 


FIRST NATIONAL BANK OF MINNEAPOLIS (herein called 




"First") and 






(herein called 


"Lender"). 




1. First has established a program and system for processing and 
administering United States Government In-sured StudePt Loans under 
Title IV Part B of the Higher Education Act of 1965, as"^ amended, and 
United Student Aid Funds, Inc. guaranteed student loans. First agrees to 
act as agent for Lender in administering suCh student loans and First, in 
. it' s'discretion, undertakes to service and will perform the following func- 
tions and duties in connection therewith: 




a. 


Transfer all loan information on existing loans into First's 
servicing system. 




b. 


Process new loan applications for insurance or guarantee 
commitment. ... 




c. 


Prepare note for student's signature and calculate insur- 
ance or guarantee fee. 




d. 


Prepare forms required by U. S. Commissioner of Educa- 
tion or United Student Aid Funds, Inc. for reporting 
disbursements, conversions, cancellati'":. :> and paid loans. 


f 


e. 


Provide Lender all necessary reports described in First's 
Student Loan Operating Manual to properly control it's 
loan portfolio. 




f . 


Perform all audits and provide all reports as may be 
required by iniSuring agency. 


1 




Prepare quarterly "Leri^er5 Request for Payment of 
Interest and subsidy" due from U. S. Commissioner of 
Education and/or student. 




h. 
i . 


Compute necessary information for conversion of interim 
note to payout status. 

Negotiate repayment, schedule with student prior to maturity 
of interim loans. 
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PARTICIPATING LENDER AGREEMENT 



\ 



j. Convert interim loans tu ptiyout rit.ttiiM on Kirnt'-s Install- 
.. ^ ment Loan System and lurtiish student with sohrdiiU* of 

repayment and coupon book, 

k. 'C<JUect'and record all TnontUary transattiDns and status 

changes affecting each studimt's lo.tn. ' 

1, Remit payments received including all ivcs and charges 
due Lender on a periodic basis. 

m. Perform all collet tion prucftlurcs ^ unsistent with accept- 
able collection practices. 

fXr Fir,dt rebervcii the riyht to allow any payout note obligor 
extensions, revisions, or reconversions back to interim 
status, consistent with the regulations whicli may be 
ncctrssary for orderly liquidation of a loan. 

"o, Prt'parc and process death, total disability and default 
claims. 

p. Perform other funetions sot forth in First's Student Loin 
Operating Manual provided to Lender. 

2. » Lender hereby appoints First as it's agent to administer those 
student loans made by Lender as described in Paragraph I, in accordance 
with the above-listed activities and Rules and Regulations of the U, S, 
Commissioner of Education and the trustees of United Student Aid Funds, 
Inc. and with full power to sign and act on Lender's behalf in all trans- 
actions with said Commissioner and Trustees. 

3. First shall have no responsibility for loss or damage suffered 

by Lender on any serviced loan, except as is directly attributable to First's 
negligence, and Lender assumes all responsibility for correctness and 
completeness of all loan related papers turned over to First. 

4. First may return to Lender at any time any loan related papers 
which it has been servicing, and Lender may demand return of any loan 
related papers upon written notice delivered to First at least thirty (30) 
calendar days prior to the end of any calendar quarter. Either party may 
terminate this age-ncy agreement upon written notice to the other party 
delivered at least thirty (30) calendar days prior to the end of any calendar 
quarter^ First shall then have the responsibility for returning all loan 
related papers to Lender within a reasonable time thereafter. 

FIRST NATIONAL BANK OF MINNEAPOLIS 

BY 



BY 



BANK 
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SUMMARY OF RUttS AND REGULA TIONS-FISL 1 -7 



The following is a brief summary of important facts to remember when 
"granting loans to students- which. arij subj^ect-tD the prOYisiona of Title IV 

Part B of the Higher Education Act of 1965, as amended. Also, included 
•>a"s » Appendix A i 3 a-.Teprodiiction of the Federal Register .which reflects 

the applicable rules and regulations governing loans made under the Act. 

WHO MAY BORROW 

Regardless of family income, any student is eligible to apply for a loan 
provided he or she: 

1. is enrolled and in good standing or has been accepted fof 
enrollment at an eligible school; q« 

2. is carrying at least one-half of the normal full-time 
workload as determined by the school; and 

3. is a citizen or national of the United States or is in the 
United States for other than a temporary purpose. 

HOW TO APPLY 



Applicant: 



1. Obtains Student Application for Federally Insured Loan; 
OE Form 1 154 and Supplement) OE Form 1260 from 
lending barik or school. 

2. Completes Part A of both application and supplement. 

3. Completes Part B of application (with family, as 
applicable). 

4. Submits to education institution for completion of Part C / 
of application and Part B of supplement. /v 

/ ^ 

5. Submits .completed application and supplement to lending j 
bank for 'it's approval and completion of Part D of / 
application and Part C of supplement. (Please note that 
under this program, loans are made or dejaied at- the 
discretion of the lender. ) - (The Governn?^nt expects to * 
combine the application and supplement into a single form* 
When available, the sections to be cjampleted by the 
student, school and lender will be clearly identified.) * 
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SUMMARY OF RULES AND REGULA TIONS-FISL l -8 



MAXIMUM LOAN AMOUNT 

1. $^500. 00 Maximum each academic year (normally 8-9 
months) but must never exceed the cost of education less 

. . . , /other finaaciai aid received. , , ,. 

2. $500 Maximum {must be applied for on a separate 
application) if student is pursuing a program of study 
longer than a normal academic year of nine months. 

3. $7500. 00 Maximum for under graduate education, 
$10» 000. 00 Maximum for graduate or professional 
students. 

\ 

ELIGIBLE SCH'OOLS 

Most colleges, universities, schools of nursing and many business, 
vocational and technical schools ar e ieligible. Generally, this includes 
public or private educational institutions located in the United States or 
elsewhere that offer at least a one-year program of study leading to a 
degree or employment in a recognized occupation. Further information 
regarding the eligibility statues of a particular school may be obtained^ 
from the' Office of Education or the Service Center, 

INSURANCE PREMIUM ^ 

A prepaid insurance p5,emium of one-fourth of one percent calculated on 
the amount o£ the loan for the term of the interim note will be collected 
from the borrower or deducted from the proceeds of the loan by the 
lender. This p r e mi u m'^ts'^pai d 'bnly '"one e ,* and no'relundj or adjustments 
will be made. — 

INTEREST RATES 



6% per annum ^n the unpaid principal balance of any loan disbursed prior 
to August 3, 1968. 

7% per annum on the unpaid principal balance of any loan disbursed on or 
, after August 3, 1968. 

FEDERAL INTEREST BENEFITS 

. For students whp qualify, the Federal Government pays the int erest 
while the student is attending school plus a grace period of from 9 -12 
months. 
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SUMMARY OF RULES AND RE6ULATI0NS-FISL l -9 



Prior to March 1, 1973, a student qualified for this interest benefit 
providing the Adjusted Family Income was le'js than $15, 000 per year. 

On or after March 1, 1973 a student will qualify for this subsidy provided , 
the loan does not exceed the amount recommended by the school in 
Section IV. of Part B of the supplement. 

A lender may exceed the school's recommendation, and still make a 
•subsidized loan providing he clearly records the b^isis for his determina- 
tion and : 

A. If family adjusted income is less than $15,000, the 
lender is encouraged to commurlicate with the school. 

B. If adjusted family income is over $15, 000 the lender 
must communicate with the educational institution. 

While a lender has the authority to make a subsidized loan that exceeds 
the school's recommendation, it is expected that he will do so only where 
he has knowledge of the family financial situation and where in hisjudge- 
ment, the school's recommendation is not adequate to meet the student's 
need. In such cases, and as indicated above, the lender must record in 
his files the basis for his determination. 

During the repayment period, the student is responsible for all interest 
with the follbwing exceptions: 

1. Loans disbursed prior to August 3, 1968 when student is 
eligible for interest benefits, student pays 3% per annum 
with government paying 3% per annum. 

2. Loans disbursed on or after August 3, 1968, but before 
December 15, 1968 when student is eligible for interest 
benefits, student pays 4% per annum with government 
paying 3% per annum. 

(Students who do not qualify for Federal interest benefits may borrow, 
but they must pay all of the interest. ) 

SPECIAL ALLOWANCE 

Any loan disbursed on or after August 1, 1969 may be eligible for a 
special allowance which is established at the end of each calendar quar- 
ter for the preceding quarter and may range from 0 to 3% per annum. 
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1-10 



REPAYMENT 

Although a loan may be prepaid at any time witHout penalty, repayment of 
the loan begins not earlier than nine months nor later than one year after 
the date of graduation or withdrawal from school. Repayment schedules 
will normally be' arranged for 5 to 10 years, however the student will be 
required to pay^a minimum of $360 per year. Repayment may be deferred 
♦xvfiile tKe^borroweV iS a^member of the^Aritied J^orCfes^^- a fuU-tirn^" volun^ ' 
teer in the Peace Corps or VISTA, or for any period during which he 
returns to an eligible school to pursue a full-time course of study. The 
borrower is encouraged to make at least partial payments during such 
periods of deferment in order to redpce the principal amiount of the loans. 
For students eligible for Federal*tmer est benefits, such payments on 
behalf of the borrower will continue or resume during such periods of 
deferment. 

COLLECTIONS 

Lenders will use due diligence in servicing and collection of loans, and 
shall utilize collection practices no less extensive and forceful than those 
generally in force among financial institutions. ^ 

CLAIMS 

Claims may be filed when it is concluded that the borrower no longer 
intends to honor his obligation, is in default for 120 days and a written 
demand for payment has been made on the borrower not less than 30 days 
or more than 60 days prior to filing of claim. In the event of bankruptcy, 
death, total or permanent disability a claim may be filed when proper 
determination of such circumstances ha3 been made. 

The Federal Government insures 100% of the principal balance on each 
loan. On loans where the commitment date is between July 1, 1972 and 
August 19, 1972 or is after March 1, 1973, both principal and interest is 
insured. 

In case of death or pern;ianent and total disability on loans ma4e on or 
after X>ecfimber 15, 196B the Federal Government will pay the entire 
amount owed by the student. 
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CONVERSION WORKSHEET ' 2-1 



STUDENT LOANS - INTERIM NOTE 
(Conversion work sheet) 



I. Complete and attach to copy^of origmAl note and application for "each interirn 
note lo be serviced by the Student Loan Servir\ng Center. Also attach copies 
&raH.dc£?rrj7iCivt.aT^d,Q'l^<;V.iprin4.picu:i^^ , ^ , , 



Date Funds Disburied; 



month day 
Present Unpaid Principal Balance:$ 



II. Complete only on loant ineligible for interest benefits. 



Interest Paid To: 



Total Interest Paid by Student $ 



III. Complete only if current data differs from that shown on most recent application. 
Student's Nar ie *^ 



Address 



Telephone Number_J \_ 



area code 



S<:hool Attending^ 
School Address 



'Anticipated Date of Graduation 



city state zipf code 



/ 



institution Code No. 



state zip code 



\ 
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CONVERSION OF EXISTING LOANS 2-2 



To enable the Service Center to adnninister your current portfolio, a 
supply of conversion worksheets will be furnished for both interim and 
payout loans. 

INTERIM LOANS J 

Complete an Interim Note Conversion Worksheet for each outstanding 
interim note. The form is self explanatory, however the following 
explanations, might be helpful. {See example on facing page. ) 

' , ,, Section I. This mi^st be completed .^hd-a" copy qS the note, 

^ ;. ' application, and any pertinent papers attached. 

Section II> Complete only when the student is responsible : 
for payment of the interest. 

Section III. Complete only when there has been a change in 
the student's status different from that shown 
on the application. 

When worksheets are completed, submit them to the Student Loan Servicing 
Center in batches of approxiniately fifty notes. Identify each batch by 
number and enter the batch number, number of notes, and total principal 
amounts of each on the Recap form^ (See example on page 2-3. ) The 
total of all batches submitted should equal the total of interim student 
loans as carried on your general ledger. 

The Service Center on it's first occasion to contact those students will 
enclose a notice informing them of this servicing arrangement. {See 
example A on pag6 2-4. ) However, since this might not be for some- 
time, the lender is encouraged to inform them immediately. A suggested 
letter for this purpose is shown as example B on page 2-4 . 
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BATCH RECAP 




1 lank 












SATCH 
NO 


OF 
NOTES 


PRINCIPAL AMOUNT 


MTCH 

NO 


NUMER 

OF 
NOTES 


WlNCIfAL AMOUNT 






















































































•Conmanik 


TOTAL • 
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NOTICE TO STUDENT 



EXAMPLE A: 



IMPORTANT NOTICE! 



Dear Student: 

Your Birik has made arrangements with us, the Student Loari Servicing 
Center, to ^ervice your Federally Insured and/or United Student Aid Fund 
Student Loatis. Our address is: 

STUDENT LOAN SERVICING CENTER 

P. O. BOX A- 1577 

MINNEAPOLIS, MINNESOTA 55480 

From time to time you will be receiving correspondence from us relating 

to your loans. Please direct all correspondence to us at the above 'address 

or feel free to contact the Bank where you initially received your loans. 

Should you desire to contact us personally, our phone numbei^-is (612) 370-4035. 

We appreciate this opportunity to be .of service to you and yojir Bank. 

Thank you. 

RicKard K. Engstrom, Manager 
Student L^n Servicing Center 



/ 



EXAMPLE B: 



D/ar Student: 

^We have made arrangements to have your X*deral Insured student loan 
serviced by: 

STUDENT LOAN SERVICING CENTER 
P. O. BOXA-1577 

MINNEAPOLIS, MINNESOTA 55480 

When the occasion arises for them to correspond with you concerning your 
loan, please give them your full cooperation. Be sure to notify them 
promptly of any address change. If you have any questions at anytime, 
feel free t-o call ufr-or-yo u m a y -ca^U the Center. Their phohe number is 
(612) 370-4035. ' » | 

i First State Bank 'Anytown 
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STUDENT LOANS-PAYOUT LOAN 
(conv©r»ion w'Tk»h©©t) 



TD THIS FOBM PLEASE ATTACH. 1 Coptej of all inter m notes included m payout loan 

2 Copy of payout note 

3 Copy ot ledgei CJrd 



INTERIM NOTES INCLUDED IN PAYOuT LDAN 



FIXED INFORMPTIDN 



Telephone Number J . 

Bifthdate 



Social Security Number 

Nevef 

Mjr^iat StJtuj Mar*ied . 



Preient Employe' 



PAYOUT LDAN INFDRMATlQN 



1 D4te of payout note M' — . 

2 Dnqtrul princip4i (21 S . 

3 !meretHSludent \ portion! 131 S_ 
4- Total Ldarviadd^l.nej 2 ar>d 2) ^ l<» S_ 

5 Totit number ot pjyrT»enti » '» ' . s^^^'' 

6 Amount o* payment i6) S - — ~ ^ 

7 ■ Atnounl of jAial pjV*«f4t , < 7t S — . 

^ Datf firtt payment due * ' - , , — • — — — 

9 Maturity Date * 13! ■ — L . 

10 Totarol all payment$ 'o pf nr pai .md nti-rcjt pj-d by jJudent HOl S_ 

H. Pre$enl Balance iSobfaci I ne 10 t' irp I ne 4i 

12 Date next paymeit due 1 12) 

13 Number ol tate chafgfrs unpj tl <13l _ - _ 

14 Amount 0* nteie\t duP ''om Gti» t dur nq Payout* ll-i)S^ 
•Only loanj diibuiiud cin or aMet No# 8 1965 thfu Dec 14 1558 are edtjipif fnt henp'itj dymq payout 

Maximum .ntcreit henf'.ti it 3 p^*' ann^m * 
Comment? _ . — 



FOR STUDENT LOAN SERVICE CENTER USE DNLY 


Partial Subt>(ly . 




Purpote Code 


Special Allowance 




S«f No - - 


F 1 S L „. 


% 


USAF Code 


USAF 


% 


SAGY Code 


SAGY . 


- . ^ 


Account Flag _ 



I Bank Number 71^ . 

I Dealer Number . 

1 Account NumlMf . 

I jfp Charge Amount 
Simplf Inlerett Code 3 
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PAYOUT LOANS 

A conversion worksheet is prepared for each existing Student's Payout 
Installment Loan. Include all loans presently in a payout status. 

In preparing the payout conversion worksheet, care must be taken to 
insure all information is current and accurate. It is necessary to attach 
a copy of each original interim note involved, a copy of the payout note, 
and a copy of the ledger card. 

Submit to the Student Loan Servicing Center the completed worksheets and 
all copies with a transmittal letter in which is stated the number of work- 
sheets being sent and the total of present balances (line 11), 

The payout conversion worksheet is self explanatory, however, the 
following explana^'tions of certain information may be helpful. (See exam-* 
pie on facing page. ) 

INTER'ljvl NOTES INCLUDED IN PAYOUT LOAN SECTION 

List here each interim note involved in the payout loan showing type of 
loan, date funds were disbursed, original principal amount of each note, ^ 
the rate of interest that applies to each note and if the note was eligible 

// 

for interest' benefits. / 

■ - ' ■ // 

FIXED IN^F'ORMATION SECTION ' ■/ 

, / 

Taken from the ^nriost current information available. 
PAYOUT LOAN INFORMATION SECTION ^ 



i;'" l5ate of payoutr-ndte T^jLs is the date the interirri' notes were- 
/ converted to payout loan and the' date from whic4 interest was 
computed: ^ j; / " " ^ 

2. Original principal - This is the total principal amount of all 
notes included in the payout loan. ^ 

3. Interest (student only ) - This is the to^al interest due from the 
student during the entire term of the payout loan. 

4. Total loan - This is -the original principal amount plus the 
student's original portion of the interest. 
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5. Total number of payments - This is the original number of 
installments required to liquidate the payout installment loan. 

6. Amount of payment - This is the amount of each installment pay- 
ment to be paid by the borrower. 

7. Amount of final payment - This is the amount of the, final install- 
ment if different from the regular payment amount. ^ 

8. Date first payment due - This is- the day, month, and year when 
the first payment was due. 

g, - Maturity date - This is the date the final installment is due. 

10. Total of all payments to principal and interest paid by student - 
This i» the to$ai o.f payments student has made to date. 

11. Present balij-nce - This is the present gross balance outstanding 
on the installlment loan. 



\l. Date next palyment due - This is the date the next payment is due 
or" should have been due if the loan is now delinquent. 

13, Number of late charges unpaid - This is the number of tunes 
late charges have been assessed and are unpaid. 

14. Amount of interest paid by/or billed to government on this payout 
lo;^n - This is the total amount of partial subsidy interest which 
has been paid by or billed to government on the installment loan. 

Upon receipt of the Payout Loan Conversion Worksheet^,, the Service 
Center will enter each loan into it's Automated Installment Loan System. 
A Notice is prepared to notify the borrower of the arrangements made 
with the Student Loan Servicing Center. (See ej^ample on page 2-8. ) 
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STUDENT LOAN SERVICING CENTER 



I.MP< r ANT NOnCE' 



Dn-.i r ISi' rr i\.ve r 

Y .r J '-I'i n..itlf nrr.injiementa w;lh us, the btu<U*nt I. an St-rvi.. mj^; 
. ,.nTi r. Hn- r . li f vour guarvinteed student loan. Our .idflrt s 

Stutlpn Loan Servi*jing Ct'nUT 
\K O Box A1577 
Minneapolis, MN 5^480 

Yo<. A!U nvi'ive v"ur new payment book in a low davb HUmsp mail all 
p.ivrr.t'r.tViind any future t wr respondent e to uh at tht- above addri?3s. The 
iTj. lii.-.fd . onhrmation . ertiii. Jte shows the rfm.nniny bahtn^e, jniuunl 
,ilid lUin.btT ol payments vet to be paid, and datt- th»' m-xt payment ih due 
if. .riur loan. Please sij<n and return thi*i certifuatr v.ith vour lirst 
pav n:;enl 

Should yi^u desire to contiti t ua personally, l ur pViune number is 

i'.il) i7O-40iS. We apprec iate this opportunity t'j be ot ^er^u e to s oti an i 

V 'lir Bank Thank you 



RxLhard K Elnn^trom, Manager 
St.uii r.T I.tian SerMf Center 
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When accepting an application from a student for a new loan, be certain 
the application (OE Form 1154) and supplement (OE Form 1260) are com- 
pleted in every respect. 

STUDENT APPLICATION ( OE FORM 1154 ) (See example on page 2-12.) 

Part A - Identification Data (Completed by Student) 

Part B - Financial Data (Completed by Student) 

Statement of Adjusted Family Income - (Completed and 
signed by Student, Spouse, and parents as applicable) 

Part C - Education Data (Completed by School) 

Part D - Lending Bank Data (Completed by'Lender) 

IMPORTANT - Insert your Bank name as "Lending 

Institution" using the following mailing 
address: 

% STUDENT LOAN SERVICING CENTER 
P. O, BOX A-1577 
MINNEAPOLIS, MINNESOTA 55480 

APPLICATION SUPPLEMENT ( OE FORM U60) (See example on page 2- 

Part A - Affidavit (Completed by Student. 

signed and notarized) 

Part B - Completed by the educational institutibn when student is 
applying for Federal interest benefits! 

Part C - Completed by Lender (See instructions on page 2-17 . ) 

IMPORTANT - Insert your Bank name as "Lending 

Institution" using the following mailing 
address : 

% STUDENT LOAN SERVICING CENTER 
P. O. BOX A-1577 
MINNEAPOLIS, MINNESOTA 55480 
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Forward properly completed application and supplement to Studept Loan 
Servicing Center for review and processing through Office of Education 
for insurance commitment. 

W^en application and supplement are completed, forward all three copies 
of application but only one copy of supplement to the Service Center for 
processing through Office of Education for insurance commitment. One 
copy of the Supplement is to be retained by the Lender and one l^e used as 
*^ a tickler of loans pending. 

IMPORTANT 

Until revised forms are available cotjnbining the application and supple- 
ment, 'Form 1260 is required from all students. 
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STUDENT LOAN APPLICA TION (OE FORM 1154) 



*^ ' ' ^ Qy| NO H."0»« 

STUDENT APPUCATiON FDR FEDERALLY INSURED LOAN 
P^-EASE HEAD IMSTHUCTIONS iEFOHE COMPLETtwd THIS FORM 


f 

0 

n 

0 

I 

u 
1 

Q 
L 

AmJunt of . 
Cammitmpnt 

LQ*H COUMITMCHT CKPIRtI OM < 
D*Tt IHQ«H 1^ ITCM 17 




1 t*>>«4*Ut-r"l'«<*UC» UlDD. I ,*ilT 1*1. 




1 1 




I »f *te 1 * z\' COOK 




i H ■ JC . 
1 u*i.C 




MJN*.. - It ' .» »» 




H — }r t rjTi.t" 


11 u 1 :iT'IEH Q1 N*TION*i. 
1 .It 1 HQ 



















.n^.i <«.. fWarX Tni.,(4 tiwJin 



A. CaU.f walk ilu^T fwtif 



T7»Li|M. t[*ii I C. Sch»l«rthi»». f»llq» 



•N MIITIN 



D. Nal)*nal rfdrni* ■lurfml ]■■»■ 



tT»TeMeNT Of iOJOitlO »»MlLt tMCOMi 



in't ntn ">L» ^fH"rfn' I A^iHtJ t"' ' 



tint iCftlh". 
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^. r*thfr S Malhaf S J"inl % 
U. Slu^sm \ Spauia S Joinl S 


i 
\ 




C- Talsl adjudarf crtfai inc»<n« <AM hnrt HA tn^ 2*lti 




} 1 


D. Entar tO percent al line 2*C 


S 




E. UuKlply lha number af aiampliani clalntfrf an lax ralumi hr MOO 


s 




F. Enlar laKl al linai 24D and Z4E 




s 


C. AJiualfrf fanilf incoma < Suklracr f/na fom (tn* 14C> 







If THE *MOUWT tHP»N ON urwe 7K. *»OVe It LtM THAW tl5.000. THE iTUDCHT IS ei,ICl»l.e f OH FIOEHAl, IMTEHejT ■eMEFITS 
u>, auth«M(a lh( U.S. Canmi aiian«r al XrfutfaUan t 

UU*, 



I. aach al u«, Carlirr lhal lha inramatlan C* 
tn4 hahfl, *n4 l« mirfa in fV^rf fallh, *nrf |, 
Dirwclar at Intamal Rayanua with «rh«^ it « 
ik.tlCh (hii c«nrula(ian af arf)ualarf familr ir 
thai lha talal •maunt ml Uana racaivarf Unri«r lh( CUi 
aicaarf }|,S0O Mr acarfamlc raar nar wiU tha latal » 
thti laan will ba uiarf antr far atfucatmnal pur^aai 



Ihli arrlicadan ii Irua, cvmplvla, anrf < 
, auth«rl(a lh( U.S. Canmi aiian«r al X< 

cmpr a( mi Farfaral |nc«nia T«i Ralum ar aatlmata far tha l*( raar u^n 
■arf, In ar4«r la nuty tha fa(ac«Uic italcaant. f, lha apyllcani, Caftily 
ntaarf Laan Pi«(ranii, Tula IV, Fait Ull^.U t*'32t} a» mtt*4»*. will nat 
itanrilnc Uana Imt dl (Carf«inlC raari aicaarf ST.SOO. 1 futthct Cartllf lhal 
far ^rfian lhmt—{> c«*ar«rf kr ()ia appUcallan. SIGNA' 



». I|«M*TUMC APPLICANT 


n, ttCNATuni Of t^outc 


24. - ■ — 


M. tPautct jBCUl. ticuniTV no. 


/ 


/ 


M. iiCMATunc or rATHKK 


11. tiONATunc or motnch 


». rATMcn't i«ci*L iccunirv no. 




12, uoTNin't toCitL tccuniTv no. 


/ 





FART C - EDUCATIDWAL DATA rTa . 



c*<n|r(ala4.kr ithiMI) 



11. •«aHt *NB AQOntIt CBUC*TION*L INtTITUTIOK 


14, iCHCQL C00( NO. 


U, *C*DtHIC VCAI {"jr" «na; 


If. couc*TiONA t, cotTt ran tnii acakwic v( ah < 




II ;.' «»T .Ji^T^ 


l«l Cl"ADUATt 


A. Tulllan anrf t*«a ^ 
0. Raam »n* Warrf 


s 


M.tTCHlI ■tClKI 
HaMTM, mAt, VCaX 


17. ITCh M CNBt 

HOhVH. CAV. VhAH 

IV 


D. Farsanat atpanid 




E. TraniMtaUan 




>•. ANTlClPATCO GRADUATION DATE (Uaa 

„ 


F. TOTAL 


i 


4i. tOUCATION AL COtTt Lttt riKANC'AL AID (jtr mtimm W} 


1 


4t. or THE TVTAi. AjMvuNT niQuctTtB IN ITCM iiitl, wnAt ahoukt It nt*uinto ran tnc ituocnt t* 
MttT Mil iMMtBiATK cauCATiON ixPtNttt ENTER AMOUNT HERE ^ 


i 


42. ITUaCKT ITATUl r"Jf* anij 

.|.:~^MALr TIMt Ul[^rOLLTlM< 


1 CERTIf Y iKal «ka ahatanaiMj ttvJwl la aniallaJ anJ in «m4 ilanJin« •• Ka» Wan 
acca«l«rf fw aniallMfii. Tha ifvJafit') llaNiMnt al l.nancial aij Iw iliii yaat ■< 
caitad ta ilx UtI al air kn»laJ,a. 


41. tiCMATum mr riKANCiAL AID •rriccn mn autm-^ 
om2to orrtciAL 


TVPt on PRINT NAHt AND TITLE 


4A. OATC 



I, HAUt AMO MAIUIHO ADBHCtl Of Ltl«DI>4« INtTlTUTlCH finch 



^<f. ttCNATunt aa AUTKonitto orriciAL 



M. LtKBCn to HB. 



'. TELtPHaNt NUMBtn (ftM* 



T («AHt ANO TITLt 



*». LOAM AMOUN T 



Anr rmi9»t\ wfta hfiawinalf mahaa a lal' 
iKan SlO.OOO ar M tnpri lanmant fat "mf 



WARNING 

tnlitvyiaianMllan an rfili (an* thai! k« Mblaal M a 
rfian S f—t*, ka*ti| w 



■ Im a( Ika Unl«aJ Sl«la( Cilnlnal C»*». 



Ot FORM ttSi. 



H Ant aatOLlTC 



LCNOCR'S COFY 
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LOAN APPLICATION SUPPLEMENT (OE FORM 1260) 



STUDENT LOAN ArPLICATION SUPPLEMENT 



O M U. NO JI'ROIl 



n«l m«(« lK«n tlO,000 «i l« .m^ »«nm.nt «f n«l m«ir lh«n S 


. m.»irprr»rrTi.i.«n Ulm »h«ll b. »ub,rcl «« « l.n« «l 


PART A Urn be t omplrinl fev «Ar umlrnt) 


K««^ in»lfucli«n» l«v«i»« 




5. Subii (ibril »n4 iworn hrforr mc >his ^'Y 

I* 


t •(firm «h»t li>4n p«Kr«d» ubiitinrJ •» j» rnull of !hn 
cMtrixi *»M fc« u«cJ lolfly fot f»p*n»«» rrlatrrt hi 4Mrnd4ntr 
ihv rUucatkOn^l initiiutitm n^irr J jn thr hiUi hrd iippix 'lion. 




I. $I0N»TUHC . Sun i»«/v in prm»»n.* j/ n.iti»/v» 




CiOClAt seCUItJTT NO |<. »(tE»CODE TELEPHONE MO. 





t. Ilavr vou Jurm« Ih' pre kr«|iinK l» iijnlh* a' rritdrd witl . ffil hrm i l-imrd ai 4 
drprndrnt for Ffdr r«l Intxtrr T*» p»irpu»ei by. ut ( i J b»'rn thr 'c« »pi«nl uf an 



7, If m«rriftl "rr y-^u Irc^Ily •rp.tr^lfd 
Apitit fri*B ynur »pnua* ' 



J (yt thr prrtcditiK I- In in«h« l>»>rn lumK 



I, adjusteo pamiuv income 

linr j4G of Ot: tlH or j(G •( 

Of; i070> 



TART ■ 't'l he . .jrr;ift-t 



RaaJ »ap«r«l« in»truc)l«n« 



C^NQN£ NO 



10. CQOe NUUBCK 



11. ^cKioo or LOAN 



SECTION 1 ' ESTIUATCO COtT OF COUCATION 

U. S „ . 



SECTION II - FtNANClAU AID AWAROED ili-n«< 
,.s^l,i,h,p,. rr. . AND OTHER 
RESOURCES 



SECTION 111 - iUP^ORT FROu FAMILY 



.( nrrd what i* th*' (ompulrc 



nun* ^11 lac lorS. 



11. S._ - . 

10. If ui.df ^ mpNi 



SECTION IV - SCHOOL RECOWuEND ATlON FOR CUARANTEEO LOAN 



TAUT C 

TirN'»M£'5r"LENClNCi iNSTil 
17. AOOItESS ■tn.t„4» ttr T <rfi 



ny fi» fh. ft njirl* irl«l 



Jf. AMOUNT 
SC hOOL 
nCCOUuENOS 


iuOUNT LCNIiER »^^ROvfS 

30. FliKihlf f ir Ff Jrt«l 

intfrr«t brn»/a« — 


11. '>l>jN*» JHE OF »^ 


tNTHiIEU lE n;i N 






















s 


31, N«i f ligiblf \^^t Ffd- 

elal inlrlrit brnrfiU , 

1^ 













OE rORM 13M, i '>J 



0.tt.nat LanJa' 
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INSTRUCTIONS FOR COMPLETING 

I0£ Form 1260. M A) 



If 'he slujeni is ipplyin,; t v fcdetjii in'vTcU hfrctltj 1 ,ap 
i« thii fnrm. t.ifelhef y.>\h the . mif Ine.! st^Jem liun ' 
ippluition sHd-jIJ he suhm»»fej fi» the firunui! i.d Wluer 
of the educjtinnji iniitiuiiDP AilJilinnil rminail infiumj 
Uon miy he required bv ihe ichtml »n rJcr l.i enihle ihe 
i*ho«l in determine Ihe iiuileni i fininciil need 

If ihe MuJent doei trot wuh ii> ippiv ft»r Federil inierejt 
Hfnefiti. or if ljmil> in.ome infoimihon li nol jvjilible, 
the eJui.iuonii iniiuulii<n Joei n.>l neej to o>mpiele Pirt B, 
"f Ihit hirm In tuch tiset. the iludenl ihould l>p< i)r ptini 
"Noi jpplvinK fot FeJerij intereil henernj" where Ihc nirne 
I'f Ihe edutJUunil mililuHun would normilty he pliced md 
luhmji 2 copiei of Ihii fnrm lo the lendini iniriiiiHon 



AHidavit. All ttudenit jte requited lo complete this jectton. 
whelhei or not they jpply for Federal tntetest beneTits The 
students should teid carefully and understand the si(njfi- 
cince of the afRdavit he mujt }i|n Howtvir, th« rtudtni 
muit not t»f n thit tffMnit txMpi in tht prtHiiM o1 m tf 
t*v or other person le tally, authorized to idrtunuter oilhj 
or affirm^Uont. who must also si|n thu form Only the or j' 



Sinjj V >r> "e<^J iii«IJii/ed. Alter nbliinin(t this notarired 
>iitnjr iftf injivjie "i»rifiinJl nuijfued" tn the riDtJtv area 
I'M l\\e nihtf .• I'll', ii rie>i'isjr> 

Adjusted Fimilv Income II ihe student is applymf! fm 
FeilerJi interest ^^enelits. ihis mturrjutinn musi he (.nmple 
ted The adjusted tjmily invonif ts Itiuiid tsn itne ^^^ the 
Sltident Appluatuin for Fejeta!lv Insurer! Li>an 'Oi //.^Jy 
or ^^r mie ;it; of ihe Lenders Report o( Ciuaianieed Stu- 
dent l.ian OF }ir,t whuh n used iindei State or private 
guarantee apcnvy piogrjms The stalemeni on these forms 
that "If ihe amo;jnf shown i>n line !•»(. (ttr J/f,'; ihnve is 
less lhan S»^.0(X) t^e student is eI(|<jMe fw Federal .nietesi 
heneiiii " IS no Kinger appiuahte due lo a vhanie tn Federal 
law ^Eliftbtluy fur Federal interest benefits is now depend- 
ent upon Ihe suhmissiun of this supplemental fntm lo the 
lendini institution indicating the sthnol's revoniinendjtion as 
to the need of the student borrower To assist thrf eduM- 
tional institution in making this determination, the student 
must answer the two questions m Part A nf this forrt. which 
ate the same questions as those found jn the Statement of 
Adjusted Family Income section of fotms OE 1 1^4 and 
OEI070. 



INSTRUCTIONS FOR EDUCATIONAL AND LENDING INSTITUTIONS ARE AVAILABLE FROM GUARANTEE AGENCIES 
OR REGIONAL OFFICES OF THE OFFICE OF EDUCATION ^^^T^y^ 
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SUPPLEMENT INSTRUCTIONS ^'^^ 



STUDCWT-LOAH AMLlCATICK SO»»LE«EKT 
OE rout I2iO 

lKSTHrCT10:li rOI EUtCAIIOHAL ANO LE.VD1HC IKSTlTUtlOKS 
(MOTt; Siu<«nt ln»trucil«n» *rt f«iin4 tn t«v«r«< »U« 



::.i;.t;';:t^vr::^;r/;\::\«"rt.r.»"r".:",r.;;;tu':u, ...... - = 

.t»i.„c « '"j I. .t .« ' n..4. 11 h. l.nl.t i... "n.U.t th. ."k"' ,.co— nl.tl.n 

::";".'."r;r;;;:,:,;',rA:::;:J ;"r.r::::;i.:';<'"'.*;.ni:: ... ..... ... ..... ... 

1 lo*n tn *n *»ouni in tKct»» mt tht tchotl r«cc«tn*itUn, 

1. ,. ir:;:.;"™"";:!......™ ..... ....... sn ..i »■» • "• 

r.cjcnenil...»n In S*:t.on IV .f ..,j,„4 ...... .h. .eh*..'. ..ew.n*....n. 1. .. 

Tl.r.. copU, .f th. Scui^t U:*n ''T tCL t!. flrv.rJ t. ^h. l.nJ.r. ^1. Mtt «.t 

W. r.talncd .h. .:h..l .h. J. !l » ..«*.nt 4«. n.t «l.h t. 

:r/:.;r.r;::.T;:';: "c;^.:r"r:^::^%i:;/;c;;:^i: r.^^ .,,1.^, .... w... 

InVruutT^n »n*lc«. th. ,.r ^ Jh. ^^.^J ^J'^^ J'. i tj.u'.h IV .houU .cUt. to thU ,"1^. 

.c.4«tc y.« CcvJtMlly > eonth.)- t«!l .iiic.tltntl e.it* h« tncurr«< hy th. .tu4*nt <urlnt 

H^i^j^j^-::^^*^^^^^ ;";i<:'t"ti« .... t.., .o.ra. ...w. ........ 

,.r..n<l .xr.n... *n< tr*n.,«rr*iton eo.i.. 
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I %• cantUarB^. il h« jncwar* "n*", he !• i 
cakan Inta acc*unc. U cha ^cv'anc la ■urrl«4 anrf F 
tha ap«usa ara ta ka ccnalrfatarf. It ch« i 



f-I v~ -^-'i-^^^^^ Ll.t anly fln.ncl-l aU an4 achar raa.urcaa ilui .ra flr- 
e^l«c.u. which 4prly ta tha rarl.J of cha Uan. Po n.t Inclurfa .,.l,i.«a which .ar h.va ka.n arrllarf a" 
k«r «« ,at arrravaJ. ncluJaJ ,houU ka *U jr.ota. .chaUr.l.lM. a<l«c«lan*l U.na. .t>4 acha.N.w.rrf" Jafca 
lnclu4|r.| ...lac^ca umiar all ffJar^lly .pjn.ararf rro|r««>. af aturf.nc rininelal .U. D« n-i lnclu4. raaaurc.a ch4c 
ara.kalni ccnaUerarf In cha rfccarMlnAClan •{ aurporc frM cha f«Uy, 

"CnON JfXj:_Sujjiiirc f rc^J« tti* »S»a p«raani whaaa Incrme W4a uclllxa4 In cha rfacanln^clan af ch« 

AiJu>c«J rJBlljr iBfW imac ka canflrfccad In cha rfactratuflClan af cha uaunc af It^Wf aurrorc <v<lUkla ca hal> tar 
arfucadanal caaca. Tlila (nforMclan My ka akc^lnaJ fruM Pirc A af chli far* aa lallowx. If the acu^cnc aniwora 
"yaa t* cha f IraS^fuaadan, ha u ronaJJiTC< c* V« ■ J*pcn<cnc acu4<nc jnd cha Incaaa dn4 aaaets af cha raranci <ra 
^mrt k« I. ln<rf<n-i*nc scurfanc %ni cha lncac« <n4 assaca af cha p'ranca ara nac 

ra "na" ca cha aacanrf ^uaidan, cha lncn« trA aaiaca vf 

, -J^a iirau*«'a lnc««a and aiiaca ara nac cakan Inca accaunc. 

IMlcaca kach cha aMunc af cha caMpucad aup^rc from c/a litmWi in4 cha Dach.4 af n>e4a <.n*lviU ui»a4 In uklni chla 
<icaralnaclan. ThU AwaunC ahauU raUca ta chf fer\»J^t itia Ia4n. Mach>4a arpr«va4 ky cha CanUilanar vf 
Uucadan far schar farfarally turMrcarf financial >U rrc«rjMi ^ra acrrycakla aa wall .a cha Mcarnaca Incna ayac««. 
cha A»artran C«1U|* Tcaclni rragraa avicm, cha C«llaM Uhalarahlf Scrvica iracc». cha Inca.a Tjk ayacc ar any 
• char •♦cJad If Ic yra^uraa raaulc. which arr, cha whoW, alaltar c« chaia vtilch wauU ka rra4uca4 u»Jar cha 
tlaca< ■k«va. A na«ila analyala mtihm* rr«»ul|'C»4 ky ctia r.miaaUnar f«r Inrfapcnrfanc acu4anca (nt MlnU akava) 
aajr » Uarn*clvaly ka uaa4 far auch acurfanci aa My *Ay ather etthn* which pra4ucea raaulca which ara, an c:ta whala. 
aiMliar ca chaaa which w*ul(I ka fitducU unrfar any aacharf uSlch haa kaan aa pr«Rultata4, 

^.?yi!?JJ...lr'>S^*}±L ',^IiILJi' Tha a«5unc tlicarf In Sac t Ian IlfA li oar a ccanlniful vhen a4]ua»anca 
far cha InrflvUwal clrcuMacancaa sf cha acudanc arc cankl4ara4. ttia Financial Al4 Offlcar la «*f*ct.U ca aiarclaa \ 
Ma rr»raaatcnat JurfpMrnc in fihJLMiM. *s* Inrflcaca In Srcdan Mil cha adtunc chac can ka raalUclcaUy aK>ccca4 cu ' 
k« c*ncrlkuca< f*r arfucaclvnal catca avar cha purlmi af ch^ loan. Ha ahauU c^ka ftic* a^taunc laairay^ic rflffarancaa 
U caat af llvlni, actual luwtar aarnlnet, family circuaarancaat an4 achar faccari nac alwaya a^utcjkly craacarf In a 
•adatvUa acanrfarilaai canrucaclap. Inrflcaca (n cha traca ftmvlM cha fallaw co^atsl far the raaaana uaa4 In 
ra^uclng cha aaaunc af cha caarucarf f*»lly aupMrct (I) Harfjcclon In ln<oaa, (J) rfcach ar 41aakltlcy af wa|a aarnar, 
(3) laa* af Jak, (4) unandc lraca4 Mittcal ar achar t«crair<lnary aipanaai, (S) nan-tl^utrf 4iaa:a (a.^. hoo« aaulcy), 
(() camwc Mac aipactarf cancrlkudan fran Incaat, (7> achar. If caJa '[7) achar" la uie4, krlaf ly . inrflCJca In cha 
aMC* fravUad cha kaila far chla raaaan. If nactiaary, rravUa chla Infaraacloa an a -tayaraca fagt, caylaa af which 
ab*uU ka actacharf koch co cha laniar ami |Uarancar cayy af tha fan, 

3CCTI0V IV - Schaal Kaf awanfadan: Encar cha aMunt In Sacdnn 17 accarrflni ca cha Inacrucclani icacarf. In achar 
var^a aukcracc avallakla ta«aurcaa (Sacdan 11 anrf IIII) fra* cha Caaca af Erfucadan (Sactlan 1). If a naiadva 
flfura raaulca. ancar "0'^. 

Slinicur- af Aucharlta< Tcli aal Offlclal t ly al|nln| chla far«, ih* arfucadanal Inidcudan la cardfylni chat cha 
acu<eflt la aarallad an< In |aad acandlni ar haa kaan acearcarf far anrallufnc. Caarf acanrftni li rfacaralnad liy cha 
taadcutlan. If Cha acudanc la nac la t—* acanrflni, cha fan ihauU nat ka caaplacarf ar alinad kv cha achaal 
afflclal. 



C (TO It COKTLETED lY THE LDTOIHC IKSTlmiON IF THE STVDEKT IS A-VlYlNC FOR FEDtRAL mEKCST ICNCFITS) 
T1i« lenrfar Mac ca«pleca all IcaM -in Fare C. Lcnrfara euklni fadarally inaurarf ,laani ahauU racalva cwa caylaa af 
chla fara fraa tha karraw«r. Ttia lanrfar «uac raraln cha ad|lnal copy, Tha ach^r capy ihaulrf ka accachc4 ca cha 
yallaw capy af cha OE 115* **HU ca cha ra|lanal afflct af cha Of flea af Crficadan far cha Inauranca 
caanlCMNC. Un<ar*> Mklnt Inana Mirfar Scata ar prlv4ct {Uarancaa a|tncy prairaiia ahauU fallav pracarfuraa 
aacakllaharf ky tha agancy. 

In •1'^ c th« J«n<«r ahauU Initcaca cha aaaunc cha achaal racaaaanrfa, cha alaunc cha lanrfar appravaa anrf 

(accarilng ca Cha acaMarria aac farch akova) whachar ar nac cha laaa ^uallflai ftir Farfaral Incaraac kanafUa. 

If cha aMunc af cha Uait Xa a^ual ca ac laai ch*n cha aMtinc raravnanrfa^ ky cha tichaal In Sacdan IV af >arc B, 
tha andra aaaunc ^oillftaa faa Fakaral Intarair kanaflca. If cha axaunc af cha laan aicaarfa cha a:haal 
•••c«"«*'>*«cl»n, tha rfHdra ji»ount will qualify for Farfaral Incacaac banaflca pra^lrfarf cha lanrfar Inrflcacaa 
In hla r^rartfa cha katla far axctcilni cha a:hoal'a rtcaEmcnrfrlan {tni. If cha scurfanc'a arfjuacarf faally IncaM 
la )1S,C00 ar iraatari the lanrfar'a racarrfa alt* Inrflcaca chat h'a haa canCat rarf jcha achoal). Hawavar, If cha 
laan aaaunc aicaeria cha tchaal't racanacnrfaclan, anrf cha l*n4ar haa na kaila fur axcaarflni chla racaManrfaclan, 
anly cha aaaunc racaw«n<a< ky cha achaal wauU qualify far cha Inraraac kanefiJba, In luch caiea, Inrflcaca aa 
cha fan tha aaaunt chat ^uallflea an4 tha aaaunc chac rfaai noc ^ujllfy far chV Fxiaral Incaraat kanaflca, 

** auchirltarf afflclal af cha traJar autc ilin cha fara, Inrflcaclni hla dda tni calaphon#hi«kar anrf cha rfaca la 
cha apacaa pravljad. ff chara la na achaal racaManrfadan, Farca B an4 C naarf nac ka caaplacarf aa cha acurfant 
cannac qualify far fttcrtl lntara*c kanaflca. 
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M»Aii*l«i w Mai ••m:»i«« *>«.|l»*«l 



.MitoUKKIIiMlV Bitr 'p<i"'lrlK 
.tnniillf>ii1k< IM i(*<ti." lK«rr< il 



l». I*. »».it.ti »^ ..il *■ t^ -W't »t ■•'«»'» HI»»I» »I CHfii»i« 
T»f .m.lwlW.-ilfitlM^uMMiNl. WiliJ.MfillM^HI-11'IMM.I.fll**" 

x.':i.X':;::;c;r;::/i.«'w.nr;.7:.siVH^^ - ' 

r,-r.;r;.;:r.r»^;:i:;::r:r/:t::.r;;r;-r„-ir:;::.^ - 

' . I ... .«*Mi-(«ndwii»»i«lt»»iHili»«iJt»i»-»l»<U)««it^'ini»»in<liM?til»«Ci««.ii.»n> 

III Tl« >Mr ir..> t. MT t». !• MM '""VMrrlT V! 1«T. tK« I— Ml.M.-l hs- M* «l M.Ik »«1 «»!, tt 

IV (•••«Mt>tl| tl »• fW|»Ml H"»< ("•'■»'•* >« MH[.,tlHI "f I" 

W Tin HW lMi*|«tHllt It l»« '**•'''«■• *^ 

s;:;;:^;:;*:i7;rr;;;:;r,Jf:,;\% 

IV <,.k.Hl MM.I •.*. .1 ..t.."-t «l - *^ 

m I. .r tM Mr-.'*- »• , 



n» ttii»tf i.'m ihil h« »m tn.tlliit »«p»y««M ■( tfth 
Mtt 1. i-i;!/** m MfiMih U ifcct "il if" Ihtn.jM 
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DISCLOSURE OF FINANCE CHARGES 



2-19 



I of Ltodiai InaCiCuCiOD 



Trtni«celoa Idtatlf Icadoa 



DISCtOSUKE OF FINANCE CilAXGCS 
Co be uaed in conJuncCioo wich OS For* 11(4 



I. D«t« on which financ* chArgt be|in« co accrua 



(Th« d*ti ne*d not be Included if it ia th* u Che date of the tranaActliin) 

2. AKNUAL PERCENTAGE RATE («) prior to besinnins of repayment period* 1 

(b) During repaywent period** X 

3. Amount Financed (anount of loan leaa inaurance preaiun) $ 

A. PREPAID FINANCE CHARGE (inaurance preaiua) $ 

5. Delinquency and Default Chartee: 

A late charge of percent of the aonthly paynent or $ whichever ia leaa. uy 

be charged on. any payiMnt Made later than d aya from the due date. Reaionable 

attorney* a feea, and other coata and chargea neceaaary for the collection of eny 
awunt not pjiid when dua, uy alao be charged. Any obligation of the U. S. 
Coanlaeioner. of Education to pay Intereat ahall texainete upon default 1»y the 
borrower defined by Ragulatione of the U. S. CoMiaaioner of Education). 

6. Acceleration of Maturity Date by Prepayment : 

The aaker say, «t hia option, and without penalty, prepay all or any part of the 
principal plua the accrued intereat at any tl»e. In the event of any auch prepay- 
Mnt, J:h^ Baker ahall be entitled to a rebate of unearned intereat coiiputed by: 



(check one) 

\ 



The SuD of the Digita Fonula (Rule of 7tth«) 
Other (Identify) 



Date Signature-Lender 
The Maker acknowledgea receipt of aiV exact copy of thia atateaent. 



,Signature-HaV.er 



*Thia ahould reflect the actual rate of intereat and insurance prewitaa chargad 
to the borrower whether paid or accrued, |>rtor to the repayent period . If the 
borrower it eligible for Federal intereat aubaidy, the rate ahown atv)uld 'be "l/AZ" 
even though the note refleqta a higher rate. 

*^hia ahould reflect the actual rate of intereat . paid by the borrower during the 
repayaent period. 

OE Fona 1200 „. ., 



108"^ 



107 



PROMISSORY NOTE AND DISCLOSURE-FISL ^-ZO 



PROMISSORY NOTE (OE FORM 1164) AND DISCLOSURE (OE FORM 1200) 

Upon receipt of endor>6ed application from Office of Education, the Service 
Center will prepare the Promissory Note and Disclosute of Finance 
Charges for the amount of the insurance commitment and forward to lend- 
ing bank for disbursement of loan proceeds. tSee example on pages 
2-18 U 2-19. ) ' 



/ 

/ . INSURANCE FEE 



ERIC 



Applicable insurance fee will be calculated by the Service Center, The 
amount of the insurance -fee will be shSwn in Item #4 on the Disclosure of 
Finance Charges. 

DISBURSEMENT OF LOAN PROCEEDS 

The lending bank will -secure proper signatures of student and parent 
where applicable on both the note and disclosure and disburse loan pro- 
ceeds. The Office^ of Education encourages lenders to send the check to 
the school along with the green -copy of the application. 

IMPORTANT - The amount to be disbursed is the ''Amount 
Financed" (Amount of loan less insurance 
premium) as shown in Item ^3 on the 
Disclosure. 

If the amount to be disbursed is different than the "Amount Finance 
as shown on the disclosure of finance charges as prepared, it will be 
necessary for you to prepare a new promissory note and disclosure 
re-calculating the insurance fee>acGordingly. 

STATEMENT OF RESPONSIBIJLITIES 

Federal law requires that lenders exercise reasonable care and diligenc0^ 
both in the making and collection of loans. ' The lender has a majoi* re- 
sponsibility to be sure that it's students are made fully aware of the 
seriousness of this obligation and to counsel students wisely on estab- 
lishing good credit habits. Having each stiident read and sign a state- 
ment similar to the one illustrated on Page. 2-22 is recommended. You 
may purchase a supply of this form prepared in duplicate from the Service 
Center at a cost of . 06 each in lots of 50 or more. 
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ADVJCE Of^LOAN DISBURSEMENT 



2-21 



After loan proceeds have been disbursed, advise the Service Center of 
disbursement by completing an "Advice of Loan Disbursement" form 
for each promiissory note. (See example below. ) Upon receipt of this 
advice, the Service Center will assign the student loan an account num- 
ber and enter the transaction i^to it's system for servicing. 



ADVICE OF LOAN DISBURSEMENT 



From: 



Nam* Of Lcndms ES«nk 



To: Fif^t Nation?! Bank of Minneapolis Student Loan Dept. 

This (s to notify you that th« following STUDENT LOAN was disbursed* 



STUDENT'S NAME: 
AMOUNT OF NOTE: 



'DATE DISBtmSED; 
\ 

INSURANCE Ve^ COLLECTED: 



F 3ft«104 NS 



By- 



L«nd«r lO Numbtr 



First 

I 


rnitisl 


Last 


Amount 


Month 


o«v 


Year 

1 


Amount 

I 
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GUARANTEED STUDENT LOAN 

STATEMENT OF RESPONSIBILITIES 

A (uarantetd i(ud«ni lean n a >«^i«ut l«|al «blisati«n |( u ec'ircmely impcrtinl lh«l ycu 
(h« b»rimwr undmtHani rmur r«>p4nitbilrtrei When rmu mn ihri itatimcni i( H^«ant y«u 
un4«r«tand lh«ie ritp«ntibtlt(l«l ind afr«« (« h«n«r Utcm 



1 I understand I must immediately report to you or your se(v,>cin| ajeni any of the 
toKowmi changes i».my statui 

a II I iiithdntu Irom sthool 

h II I Ironnlrr to mtothrr st hual 

< If I * han^e to pan itmr itutlent s(aluH 

d tf m\ uddrfsi, ur mv parents' addrvs^ changps 

f II m\ name should change ilnr example, bcruusc nl marnaeoK 

2 I undertland this loan "sQ »i nc eligible for interest benehts anrf it n«t 
^.'iK.'.'''^ failure on my part to pay the quarterly^ interest when billed may consii- 



3 I understand the terms of the pioni>SSOfy note and ajree to its conditions tncludmx 

(I Thai ihis ntitf Jnulures months altrr 

I I uraduiiW ■ 
J I u ilhdratt from st httul 

i I f case titt arry at, least one hail a normal lull timeai ademn u ork Inad 
ot an ehuihlr institution 

h That I must iteKitttate a repuyment sthedule prior to maturtfi 
t That then' is a mmtmum poyment under onv repayment sihedule 
•I That ii retfuest Inr dt'lerment nl payment i an be made it I hiu time « lull 
time memhir n( the \rme\l Kunt's i>l tht- I ntted States, hei.imea lull ttmt- 
titiunteer m tht fVaf r f*»irp or I tsta, '>r rf I return /<■ fifU time sl«rf\ <n 
tin apprtu i d sr hnnl 

4 I understand my {uiir«nteed loan 'unds must be used only fo*. expenses related to 
attendance at thp educational institution named m my appl'CAfon and <S a vioin 
tion of federal law if 1 use the funds for any other pijrpose ^ 

5 I understand t^ai fa<lure to repay my loAn m acCotdance with the terms and cond- 
tions of the promissory note coutd result in lexat actior a{a>nst me of my cosigners 

I authon^p my lender at it's servicmj ajent to ctmtact my school at anytime to 
obtain inli3rmdt>on as to my stattjS 

f^ei^cipt of a copr o' th«s statement is hereby arknowirdsed 
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NOTICE OF LOAN DISBURSEMENT 



3-1 



TO: FINANCIAL AID OFFICER 



Tha Student named balow has racaivad a 
Plaasa ratain this notica in tha studant's 
portion to natify us af any futura c hang a 

Your coaparation is appraciatad in assisting us ta kaap our ra cards 
currant. 



Guarantaad Studant Loan, 
fiia and usa tha lowar 
tha studant's status. 



370 
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STUDENT'S NAME 



LOAN AMOUNT 



DATE OrSBVRSEO 



(PLEASE F1EPORT ANY CMaNCE BY RETURNING THIS PORTION OF NOTICE) 



TO: STUDENT LOAN OFFICER 

THIS IS TO NOTIFY YOU THAT 
LONGER IN ATTENOANCIZ AT 



OATC OF CHANGL 



_CHECK ONE 

n thanSfch : 

EH AftMCO SCRViCCS 
EH OnO^^EO OUT 
EH OEATH 
EH FAILED 
EH GRADUATCO 
EH OTHEk 



attentjon 



FCC S»5 t*-7n 
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NOTICE OF LOAN DISBURSEMENT 
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The Notice of Loan Di;ibur senient xs prepared by the .^ervije Center on 
each new loan to inform the rf^hool of thf loan granted. (See example 
on facing page. ) 

The Notice is divided into two sections: The first section reports the 
loan information to the school, the second section is used by the school 
to report any change m the student's status. 

Following IS a detailed description of the Notice; 

The top portion contains the name and address of the college. 

STUDENT NAME - The full name of the student. 



LrOAN AMOUNT 



DATE DISBURSED 



The principal amount of the 
loan. 

The date on which the loan was 
granted. 



The bottom portion pf the form contains information about the student. 



/ 



TH)^Js to notify you THAT - To the right of this statement 

^^ is printed fhe student's name. 

IS NoXoNCER IN ATTENDANCE AT - To the right of statement is 

printed the school name. 

The computer completion of 
the above sentence makes it a 
meaningful sentence. 



AS OF 



CHECK ONE 



SEND TO 



- To be completed by the school 
in the event a student status 
changes. 

- Completed by the school to in- 
dicate the reason for the noti- 
fication. 

- The name and address of the 
lender at its Minneapolis 
Post Office address. 
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LENDERS MANIFEST-F/SL 



The Lender's Manifest which is prepared for the Lending Bank by First 
Minneapolis as agent is forwarded to the'Office of Education notifying 
them of new loans disbursed, paid or converted to a payout status. The 
Manifest is produced monthly when there is any activity to report on a 
2-Part pre-printed form. The original is for the Office of Education, 
the copy is retained by the Service Center, The copy retained shows 
the amount of fee collected and is used as a check off list when remit- 
ting payment of insurance fee to Government. (See example on facing, 
page.) 

Following, is a detailed description of each field. 
Name and Address of Lender 
The name and address of Lending Bank 
Lender's identification Number 

The number assigned to the Lending Bank by the Office of Education. 
Transaction Code Number 



Disb 



- A 



- An "X" in this column indicates a new 
disbursement of funds to a student. 



Conv - B 



- An "X" in this column indicates the loan 
(s) have been converted to a payout 
status. 



Paid ' C 



- An "X" in this column indicates a loan 
has been paid , in full by student. 



Note! 



The system can only report paid loans if the 
loan was paid while in an interim status, 



Name of Borrower 



The student's name, last name first, first name and initial last. 



Social Security Number 



The student's social security number; 



\ 
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Date of Disbursement 
or 

Due Date of First Payment 
or 

Date Loan Paid in Full 

This date works in conjunction with the transaction code number. When 
an "X" appears in DISB - A the date reported- is the date of disburse- 
ment» When an "X" appears in CONV - B the date reported is the date 
of the first payment on a payout loan. When an "X" appears in PAID - C 
the date reported is the date the loan was paid in full. 

Amount Disbursed 

Applies to ne\^ loans only. The principal amount of the loan. 

Anticipated Graduation Datfe 

The date the student is expected to graduate. 

School Code Number 

This is the six digit number which ia assigned to each eligible school 
by the Office of Education. This number is found in Part C, Item #34 
on the Student Application for Federally Insured Loan (OE^Form 1154). 

Amount Fee 

Th« amount of fee paid by the student. 

Comments ^ , 



Blank space provided for internal operational comments by the user. 
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MONTHLY TRANSACTiON STATEMENT 3-7 



The Monthly Transaction Statement is received by First Minneapolis 
acting as Agent for the Lender from the Office of Education. (See ex- 
ample on page M 3-6. ) Service, Center audits new loan section of 
statement for completeness and accuracy, and pays insurance fees 
billed, charging Lenders Account with advice to lender. The Service 
Center will conduct necessary follow up reflected in changes to exist- 
ing loan section. A copy of the monthly statQ.ment will be sent to the 
le^^ding bank for i:ts file, 

T.>e following is a detailed description of each category and the format 
of he Monthly Transaction Statement. 

STATEMENT CATEGORIES 

A. New Loans; Disbursement has been reported on a Lender's Man- 
ifest (Form OE 1151) and processed by the Office of Education. 

B. Changes to Existing Loans: The particular item which haa been 
changed will appear in parenthesis (). Student status changes will 
appear in Column 7. Corrections to the student's status should 

be reported on this statement' as outlined in the Reconcilement Pro- 
cedure. There will be no insurance charge for changes reported 
in this section. 

C. Deleted Loans: Loans which were assigned to your institution in 
error. This wiU include duplicate loans. 

n. Totals: There are subtotals for number and dollar amount of 

loans at the end of the "New Loa^a*' section and the "Change to Ex- 
isting Loans" section. At the end of the statement ar^ "Total New 
Loans" summaries, listing number of new loans, dollar amount of 
new loans, and insurance premiums due on those loans. 

EXPLANATION OF THE FORMAT OF THE MONTHLY LOAN TRANS- 
ACTION STATEMENT 

Column (1) Name of Student -- Listed in alphabetical sequence, 
last name first. 

Column (2) Social Security Number -- Office of Education control 
number. 
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MONTHLY TRANSACTJONiSTATEMENT 3-8 



Column *(3) Loan Date Date loan was disbursed. 

Column (4) Amount of Loan r- Principal amount disbursed on loan 
date. 

Column (5) Interest Eli)ij;ibjllity -- Asterisk indicates student not 
eligible for interest benefits. 

Column (6) Insuranci' Charge -- Indicates the insurance premium 
due on the loan. 

Column (7) Sta-tus Code Indicates student's schobl status (see 
codes on statement). . 

Change Notice/Mo- Yr Date that the status of the student changed. 

Column (8) Anticipated Graduation Date -- Date student expfects to 
graduate. 

Column (9) Batch Number For OE use only. 

Column (10) Column in Error To be used by lender to indicate any 
errors in Columns 1-8- for that p^articular loan. 

Column (11) Correction Data -- To be used for inserting the correct 
data noted as being in error in Column 10. 
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INTEREST BILLING REPORT 
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INTEREST BILLING REPORT 

The Service Center will maintain a daily accrual of interest due on each 
student loan and produce a quarterly "Interest Billing Report", a copy 
of which is sent to the lending bank. {See example on facing page.) The 
Interest Billing report shows the interest to be billed to either the Office 
of Education or student for each note. The Service Center will bill the 
government or student for interest due. 

Following is a detailed description of each field on the Interest Billing 
Report. A copy of this report will be forwarded to Lending Bank for its 
records. , 

Key Information 




The number assigned by the Service 
Center to the student's loan. 



Student Name 



The first 24 characters, start- 
ing with the last name. 



Dates 



Note 



The original date of the loan's 
disbursement. 



Maturity 



The date the loan is to be con- 
verted to payout. 



Prv. Blng 



{Previous Billing. ) The date of 
the previous inferest billing. 



Codes 



T 



{Type of Loan, USAF or FISL, ) 



I 



{Interest Calculation Code. ) 



E 



{Eligible or Ineligible Code. ) 



C 



{Converted to Payout Code. ) 
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INTEREST BILLING REPORT 3-11 

Principal Balance 

The amount of the loan. 
Interest Rate ^ 

The rate by which interest is accrued. ' 

Ihterest Due From Student ^ j 

Amount of interest d^J from the ineligible student. An amount 
in this field indicates /an interest billing notice to the student was 
prepared. 

Interest Due^From Government 

Amount of interest due from the government. This amount is 
mjaintained by First Minneapolis and automatically credited to 
accrued interest when payment is received. 

Interest Due Payout 

Amoun of interest due from government on payout loans* where 
applicable. 

Pre(^ious Unpaid Interest / 

Accrued interest previously billed but not paid. 

Totals 

Int. Due St. - (Interest Due From Student) 

Total.amount of interest due from student. 

7% Int. Due Gov. - (7% Interest Due Government) 
Total amount of interest du«^ on 7% notes. 

6% Int. Due Gov. - (6% Interest ^^e Government) 
Total amount of interest due on 6% notes. 
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Int. Due Payout - Total Amount of Payout Interest Billed. 
Prev. Unpaid Int. - (Previous Unpaid Interest) 

Total amount of interest previously billed but not collected. 
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LIHDtK'S BEQUEST FOU PAYMENT OF INTERKST ON STUOBNT LOANJ 

















>• ' ■ »■ ...•■.«. . ' J ). ... 4. , 


I'l 












- : !, 






i 


1 


h — '-^ ^ ^ 1 






1 


^.-r^ 1 . 




1 


1 




J" - " i ■ . ; 




^ 




CI . ^ J 1 ■ , 












IU>fOT<l> 

iNTi*iii aui 


i 






1 




TOTAL IHTEREST 
DUE 






4. HOT . • I f ■ ,» H , t.. l .n,g„ t l,f(,„„t f ,r.1, 

^- D0MOT.>rl,. < in > rr.":. .x'k . >h,. r.. • r^or ih* < .;'iMn> prr •' 4u*. 

OE FORM lit* t >- — ,T77 
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LENDER'S REQUEST FOR PAYMENT OF INTEREST ON STUDENT LOANS 

First Minneapolis acting as*Agent for Lending Bank, will gather necessary . 
"totals and complete the interest billing report forwarding it to the Office 
of Education requesting payment of interest due. A copy of this report 
will be sent to Lending Bank for their records. (See example on facing 
page.) Interest payment when received by First Minneapolis will be 
credited to Lending Bank's account with advice to Lender. 

SPECIAL ALLOWANCE 

All Student Loans disbursed on or after August 1, 1969 are eligible for 
a "Special Allowance" payment from the Office of Education. Th6 Service 
Center will maintain a control total on loans which qualify for the Special 
Allowance payment. 

Acting as Agent for the Lending Bank, First Minneapolis will complete 
the Special Allowance sectif>n and forward to the Office of Education for 
payment on a quarterly basis. 
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STUDENT INTEREST BILLING-lneligible Loans ^- 



On loans ineligible for interest bcnt-fits from ti^JVfrnnu'nt , First Minn- 
eapolis acting as Agent for Lender will prodiii f quarterly an "Interest 
Billing Notice" which will be sent directly Co student rt-questinp; pay- 
ment. (See example on fae'ing page. ) Interest payments when re- 
ceived by the Service ^entev will be credited to Lenders account with 
advice to Lender. 

The notice consists of two parts: 

1. Name and address section 

2. Loan information section 

The name and address section contains the student's name and address, 
account number, etc. , and serves as a turnaround document to accept 
payments of interest from student. 

The loan information section details each loan, and is the student's 
copy for his records. ,^ 

Following is a detailed description of each field on the notice. 
NAME AND ADDRESS SECTION 

Contained within the boxed area is the student's name and address. 

ACCOUNT NO. - (Account Number) the number 

assigned to the student's loans. 

BILLING DATE - The date of billing. The date 

interest is accrued through. 

Note - Is always of a quarter date. 

AMOUNT PAID - Space provided for the stu- 

dent to enter the amount sent. 

LOAN INFORMATION SECTION 

CODE - Code indicates whether the 

loan ^s a USAF or FISL. 
(Codes are annotated on the 
form. ) 
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SUFFIX 

NOTE DATE 
PRINCIPAL AMOUNT 

INTEREST RATE 
INTEREST DUE 

"UNPAID INTEREST DUE" 

TOTAL DUE 



The suffix number of the stu- 
dent's loan. 

The original date of the loan. 

The amount of the loan or the 
balance, depending on debit or 
credit action. 

The rate by which interest is 
accrued. 

The amount of interest 
accrued since the previous 
billing. Interest is calculated 
throdgh the billing date only. 

A computer printed comment 
that prints directly above 
total due if any previously 
billed interest was not paid. 

The total accumulation of 
interest due on all notes for a 
given student. 
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-MIT.., 

1J5^ MAIN 



NO. JATe ^_ 



«l : \ L'):. KA. IN .'i- 



■ tutjent loan 
!:j ^-.-nl^ luan 



CiATt- i i^" LOAN 



1, 

1. : 



> F LOAN RATE 



; . u 0 Q u 
6 j 



We tavH tt^of! ad/i- f i ♦^f a*^ y.*u aro liu lar ^or a jdent at» 



Ar, '.tipilatPd In the ^err.'> L^f yo ir n^tpi' .', yoi.r St-,:lent Loani-j' r.at jre and repayment 
.^OTjnpf/.eo fjin* "-.cintri;! fr)t^ thP date yo;; i.pa-ie t'j t« enrolled ^* an eligible in'ititution. 
In order for ..^ to i-fjp^rl / l^iandlf y'>jr ar/riunt, plea-ic ro.Tif io»-f> the fDllowin^ questlon- 
nair and rot .rn thi v le*^tt.'r In th^ erivelope pmvided. If y-j i ire <itiil a stjdent and 
yA<^h to I'lntir ie- defor jayTif^nt yo-. 'ruiit return with ♦^n;-^ Ip'ter an authorized verifi- 
cation fror thC' J htio! v-'"-' are attpnliruj verifying v'^-^r f?nr3llpr:«nt and the datp.,;^0'i 
' an+^iiiipatp iraJ^atirij. * 

Plea'^e give this "matter ^yxr in.'v,f?diate attt^Mtinn jtherwi >€' thp -aturity datp af yaur 
loarU will bp ai.:u'-'*'?d a:: -jr lin.?! Thank ^.y^ i^r /-: .r '--.f ^.^ratioru 



Irc-.tal lii'^'nt r.ankinj 



Student* 



My perfran=r,t aidrt^ 



I ar. n;> l:n jnr a -t idpn*- ar-/l wi t-i rai<.('> arran i< 

1 ai-, 1 ,t ;.i.'r.». M",' ;t i 1*-'r+ ; ra* . ■• I ^ » . __ 

Nam" anit addre."> f a»»t?niir]j» 

I ar" aJ , Frf;tjr,dri J-fh.Tr.orrt /^lu jr ioMi';r ^irad'-ia»"o 3t'jderit 

I anticipate -jraJuatini -r conplptinj w^ric i-.r^ r.y ri»">xt irrj^.pdiatc- df jroo by 
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A Student Status Letter is produced by the Service Center whenever in- 
formation has been received from either Lending Bank, School, or 
Office of Education indicating a change has occurred in a student's atat- 
ud. (See example page 3 - 18. ) 

The letter provides a method of student contact, allowing the Service 
Center or the Lending Bank to gain current information about a student. 



131 



LOANS MA TURING REPORT 




ERIC 



132 



132 



LOANS MATURING REPORT 
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Loans Maturing Report is produced by the Service Center as loans 
approach inaturity dates* (See exannple on facing page. ) The report 
lists all loans for a given student and connbines listed loans into a single 
suggested repaynnent schedule. | This is the beginning of the prepara- 
tion necessary to convert the student's loans to a payout status, 

Interest is pre-calculated and divided between the student and the Office 
of Education as applicable. 

At the same time a Loan Maturing Letter is prepared listing the' stu- 
dent's loans and a. suggested repayment schedule. 

Following is a detailed description of each field. 

KEY INFORMATION 



Account Number 



Student Name 



The number assigned by the 
bank to the student's loan. 

The first 24 characters, 
starting with the last name. 



DATES 



Note 



Crad 



Maturity 



The original date of the loan's 
disbursement. 

(Graduation) The student's 
anticipated graduation date. 

The date the loan is to be con- 
verted to payout. 



CODES 



T - (Type of loan, USAF or FISL. ) 
I - (Interest Calculation Code) 
E - (Eligible or Ineligible Code) 
S - (Subsidy Code) 
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C - (Co-signer Code) 

P - (Pledgeable Loan Code) 
PRmCIPAL BALANCE 

The current xinpaid amount of principal balance. 
% SUBSIDY 

Percentage of the principal which is eligible for the "Speciaf 
Allowance" payment froyn the Government. ^ 

ELIGIBLE INTEREST 

Percentage of the principal balance which is eligible for the 3% 
interest payment from the Government during the Payout period 
of the loan. 

STUDENT INTEREST (Stu Int) 

The student's share of the interest when the loan is converted 
to a payout status. 

GOVERNMENT INTEREST (Gov Int) 

The government's share of the interest when the loan is converted 
to a payout status. • 

NOTE AMOUNT 

The total of the principal balance and student's share of interest. 

NUMBER OF PAYMENTS 

A result of Cciculating a repsiyment schedule. The number of 
payments necessary to repay the loan. 

PAYMENT AMOUNT (Pyn^t Amount) 

Amount of periodic payments needed to repay the loan. 
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LOANS MA TURING REPORT . 
ODD FINAL 

Amount of the last payment if it is different from the normal 
payment amount. 
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TOTAl^ 



Loans Matured 

The accumulated number of notes being converted to payout. 
Principal Balance 

The accumulation of principal balances of notes being con- 
verted to payout. 

Interest Due From Government 

The accumulation of the government's share of payout interest, 
when applicable. 

Interest Due From Student 

The accumulation of the student's share of payout interest. 
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STUDENT LETTER OF MA TURITY^ ^"^^ 



LOANS MATUWNO NOTICS . 5TU0INT LOANS 

URSF NATICNAL tJANK CF HkHlUJI 
STUDENT LUAN StKVlLfc CIK 
aax A1677 MPLS HN 5!>^Mu 



rAkNlNGtON, TfcRRY L 
1404 HiNNtSuTA AVt^ 
QfeHlUJl HN 566CI 



UlSlTkD SIUUtNT AID FUND LOAN 
FfcOtflAl iNSUf^FJ SIUOtNT LOAN 
FtOERAL INSuKtU SIbJtNT LOAN 




500.00 
ICGC.OC 
ICOC.OC 



6 . UUOO 
T.UUOU 
7.0000 



;h:;C-. .f .I. uiiow.n/.;,'.n.. .,,n ,h. .cc c - • 

mailiataly 

I praUr ta p«y tha am«untft) dut a> thawn abava in full j 

I ^rafar ta canvart th. an,a«„,(.t J". .« *hawn abav .n.lalmanl laan 

CO „anlhlyH,.taI«,ant.aM /,7.25 anJ .na f.nann.talmant af $ <.7.47 



nth inttalmantt e«w wane>ni on 02-05-71 



2«5od.t)a 



Mb. 22 



2*635.22 



Th. uAp»i fc»I»nct m,f ka M>< "» t-tt it .fty t.ma (rti • ftturti tt tht 



untitnii t<ntnei ehtttt will ()• <«•''• h"*"^ «« »ha 



Aceapiad and faca.ot aeUawladfad a( o e-«pi-t- eOV 

^1 ^ J97 pnar ta aatcution a( thit afraamant 
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STUDENT LETTER OF MA TURITY 3-26 



A Studenfs JLetter of Maturity is produced by the Service Center in con- 
junction with the JLoans Maturing Report. (See example on facing page. ) 
It notifies the student that his loans are maturing in the near future, 
lists each loan granted and advises the student of options available with 
regard to repayment^ The Service Center will suggest a repayment 
schedule which will represent either the minimum monthly payment 
•available or a five year repayment schedule which ever is less. Student 
is requested to indicate his preference by checking one of the two options 
available, sign the acceptance at the bottom and return letter to the Service 
Center for processing. Should the student desite a different repayment 
schedule, he is asked to contact the Service Center or indicate his prefer- 
ence on the reverse side of the letter returning it to the Service Center, 
The Service Center will then produce a new Student Letter of Maturity, 
and forward to student for acceptance and return. 

"Students JLetter of Maturity" properly accepted eliminates the need of 
an installment note on Federally Insured Student JLoans. Upon receipt of 
all forms and information necessary maturing loan can then be converted 
to an ^stallment loan. 

PJLEASE NOTE 

In the event the Service Center experiences difficulty in locating a student, 
assistance from the JLending Bank will be required. 
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The Cross Reference List provides a cross-reference of the student's 
name to the account number. (See example on facing page. ) The loans 
are sorted so that they appear alphabetically in columns, so the col- 
umns read vertically. Indication is also made as to the number of loans 
each student presently has on the books. 

The Service Cey;ti-r will from time tb time furnish Lending Bank with an 
updated cross-reference list. 

The following is a detailed description of each field. 
NAME 

The Student's Name, last name first, first name and initial last. 
ACCOUNT NUMBERS 

The number assigned to the Student's loan and an indication of 
the number of loans. 

ADDRESS 

The student's address, indented below the student's name, con- 
sisting of two llfies. 
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Periodically the Service Center will furnish the Lending Bank a copy of 
the Trial Balance. (See example on facing page*) The Trial Balance 
shows current detailed information about each note. The report pro- 
vides as nearly as possible all information needed to answer a students 
inquiry. 

Following is a detailed description of each field on the Trial Balance. 
KEY INFORMATION 



Account Number 



Student Name 



The number assigned by the Service 
Center to the student's loah. 

The first 24 characters, starting 
with the last name. 



DATES 



Note 



Grad 



Maturity 



The original date of the loan dis- 
bursement. 

(Graduation.) The student* s 
anticipated graduation date. 

The date the loan is to be con- 
verted to payout. 



CODES (See Code Values) 

— ' — ' 

T - (Type of L,o:Lni. USAF or FISL.. ) 
I - (Interest Calculation Code. ) 
E - (Eligible or Inelig^b^ Code.) 
S - (Subsidy Code. ) 
C - (Converted to PayoUt Colie. ) 
D - (Deferred Code.) 
P - (Pledgeable L.oan Code. ) 
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TRIAL BALANCE ^'^^ 



PRINCIPAL BALANCE, 

The amount of the note. 
INTEREST 

Rate - Rate of interest by which interest is accrued. 

Accrued- - Amount of unpaid* accrued interest to date. 

Past-Due - Amount of unpaid past due interest to date. 

Interest accumulates to this field when a stu- 
dent's loan goes beyond the maturity dat^. 

Payout - A*mount of unpaid payout interest due from th^ 
government. 

Daily - Amount of interest to accrue for one day. 
LAST TRANSACTION DATE 

h 

The date the last transaction was posted to the loan. Thia 



includes internal ti 
Centev. 



an s actions generated by the Service 



TOTALS 



Notes - The total number of interim notes, on file. 

Principal Bal - The acc^ulation of the principal balances 
for each interim note. 

Accrued Int - The accurrlulation of the unpaid accrued in- 
terest. 

Past Due Int - The accumulation of the unpaid past due 
accrued interest. 

Payout Int - The accumulation of the unpaid payout interest, 
due from the government. 
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TRIAL BALANCE 
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CODE VALUES 



1/. Type Code (T) 

0 - Invalid 

1 - FISJL (Federal Insured Student JLoan) 

2 - USAF (United Student Aid Fund) 

3 thru 9 - For State Guaranties 

2. Payout Interest Calculation (I) 

0 - Invalid 

1 - Student Pays 3% - Government Pays 3% 

2 - Student Pays 6% - Government Pays 0% 

3 - Student Pays 4% - Government Pays 3% 

4 - Student Pays 7% - Government Pays 0% 

3. Eligible /Ineligible Code (E) 

0 - Invalid 

1 - Student Eligible for Government Interest 

2 - Student Ineligible for Government Interest 

4. Subsidy Code (S) 

0 - Invalid 

1 - Lroan Subsidiz^ed 

2 - JLoan Not Subsidized 

5. Co-Sign Code (C) 

0 - Not Applicable 

1 - Co-Signer 

2 - No Co-Signer 

6. Deferment Code (D) 

0 - Invalid 

1 - Additional Education 

2 - Armed Services 

3 - Peace Corp 

4 - VISTA 

7. P Code - Not applicable at this time 
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RECAP REPORT \ 3-36 



iThe Service Center will furnish the Lending Bank a copy ol the Recap 
Report weekly for it's information and control. (See example on facing 
pages. ) 

The report has four major sections. 

1. Balance Sc Control 

2. Information Totals 

3. Posting Date Control 

4. Output Control 

Balance ^Control 

The Balance Control section provides for the control of in- 
put transactions, principal outstandings, accrued interest 
outstandings, past due interest outstandings, and payout 
^ interest outstandings. It also provides the Lending Bank 

with the necessary information to update its general ledger^ 
accounts. 

Information Totals 

The Information Totals section provides the Lending Bank 
' with total information consisting of various groupings of . 
loans accumulated. Totals are shown for eligible and in- 
eligible loans in all cases. 

Posting Date Control U Output Control 

Posting Date Control and Output Control sections are for 
the Service Center use only. 
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MONETARY AND STATUS TRANSACTIONS 
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ADVICE OF MONETARY AND STATUS TRANSACTIONS 



From -.^ 

N«iTi« of LOfid ">g fijnk 

To. Student Loan Servicing Center 



Lrndar't ID Numb«r 



Re 



STATUS CHANGE 



CHANGE NAME - 

CHANGE ADDHESS . , .. ' 

Citv St«ia Zi» Cod* 

CHANGE SCHOOL _ , - - - - - ^ 

CHANGE ANTICIPATED DATE OF GRADUATION _ _ 

MiJnln Y««f 

ENROLLMENT STATUS CHANGE □ Graduated □ Withdrew □ Deceased □ Other 
DATE ENROLLMENT STATUS CHANGED . . ^ - 

Mo DiY Vt 

MONETARY CHANGES I 



ACrouNT NO- 



ACCOUNT NO 



Apply To Principal. S _ DatePecttved 



Apply To Accrued Interest. S 
By _ 



FOR SERVICE CENTER USE ONLY) 



t r OUNT NO. 



BV 
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MONETARY AND STA TUS TRANSACTIONS 3-38 



Status Transactiong 

Status transactions represents changes in the students fixed in- 
formation or educational data. Any changes received by Lend- ^ 
ing Bank should be reported to the Service Center on the form 
provided. (See example on facing page. ) \ 

Status transactions include changes in: 

Name 
Address 
School 
Enrollment 
Graduation Date 

Monetary Transactiong 

Monetary transactions represent any monetary changes in prin- 
cipal and interest effecting a students locin. All such payments 
received by the Lending Bank must be reported to the Service • 
Center on the form provided for ^entry into the Servicing System. 
(See example on facing page. ) 
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PAID INTERIM^ NOTES REPORT 
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Periodically the Service Center will furnish the Lending Bank a copy of 
the "Paid Interim Note Report". 

This report is generated for eligible notes that go to zero principal bal- 
ance and for ineligible notes that/ go to both zero principaj. and zero in- 
terest balanced. This report allso provides the Lending Bank control 
in returning notes which are paid in full during the interim period. 

KEY INFORMATION 



Account Number 



The number assigned by the 
bank to the student's loan. 



Student Name 

Student Address 
City, State, Zip 



The first 24 characters, start- 
ing with the last name. 

Student^s street address* 

The student's city and state 
address ^nd zipcode^ 



DATES 



Note 



The original date of the loan's 
disbursement. 



Paid 



- The date the note was paid. 



CODES 



T - (Type of Loan, USAF or FISL. ) 
I - (Interest Calculation Code. ) 
E - (Eligible or Ineligible Code. ) 
S - (Subsidy Code. ) 
P - (Plec^able Loan Code. ) 



ACCRUED INTEREST 



- Accrued interest due or over- 
paid. 
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INTERIM LOAN PAST DUE REPORT 



The Past Due Report is prepared weekly with a copy furnished the Lendinj 
Bajik by the Servi'^e Center. 

This report is generated on all loans that have gone beyond the maturity 
date and have not been converted to a payout status. 

KEY INFORMATION ' 

Name and Address - Student's name and most 

current address. 

- Account number assigned to 
student by the Service Center. 

~ Last day of the grace period, 

- Number of days from maturity 
date to date of report. 

- Interest accrued from maturity 
date to date of report. 



Loan Numbers 

Maturity Date 
Days Past Due 

Past Due Interest 



Principal Balance 



- Principal balance still owing 
on student's loan(s). 
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The New Loan Report is prepared monthly with a copy furnished to the 
Lender by the Service Center. 

This report is produced for all new loans going on the system during the 
month. The report identifies each individual note as well as the total 
number of notes and total principal balances during the period. 

KEY INFORMATION 



Name and Address 



- Student's name and current 
address. 



Loan Number 

Note Date 
Maturity Date 

Principal Balance 
Interest Rate 

Eligible Code 

Subsidy Code 



The account number assigned 
to the student by the Service 
Center. 

The date funds were disbursed.. 

The date the note is, due 
including grace period allowed. 

The face amount of the note. 

The interest rate that applies 
to the note. 

Eligibility for Government 
Interest Benefits. 

Eligibility for Special 
Allowance. 



Calc Code 



Payout interest calculation 
code. 
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LOAN PROCESSING PROCEDURES 



NSW LOANS IN If AYOU V STATUS 

When the Student Loan Servicing Center has completed the negotiation of 
a satisfactory repayment schedule with the borrower, his loans are auto- 
matically converted into a single payout installment loan on the Service 
^r-'.nt 'v'c Installment Loan System. 

CONFIRMATION 

A confirmation form is produced for all existing payout loans and new 
loans entt-ring payout status. The c onfirmation is forwarded to the 
borrower to t onlirm his understanding of the terms of the loan. (See 
fxamplf on laciug p«ige. ) 

COUPON BOOK 

As loans are transferred to the Installment Loan System, a coupon book 
is prepared and mailed to the borrower. The book consists Of one 
coupon for each installment, a change of address form, and a loan inquiry 
form. The borrower is instructed to enclose the appropriate coupon with 
each remittance to be forwarded directly to the Student Loai\ Servicing 
Center. (See example on facing page.) 

LOAN INQUIRY COUPON 

This coupon is included in each payment book for borrower's use to 
inquire about additional loans. (See example on facing page, f When 
received by the Student Loan Servicing Center, it will be forwarded onto 
the lending bank for it's consideration* 
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DELINQUENT NOTICES 



LATE NOTICE instalment loan 



We feccgn.ie fha* c ' ^ 



■ T.-;li: ATia. nt Due" With tHe 
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ACCOUNT NO 
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J 



TH«S INST AlME -siT hAI BEEN PA D. ThASK 



I 7j :. ANTJ P:-E;A5E Di^«EaAHD THIS NOTICE. 



FINAL NOTICE instalment loan 



TOTai. amount 0u£ 
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COLLECTION PROCEDURES 4-4 



PAYMENTS 

Payments received will normally be posted to each borrower's account the 
same day. The lender's correspondent bank account will be credited on a 
v/eek3.y basis for payments received with appropriate advice and copies of 
the cash receipts journals forwarded to the lender. 

LATE NOTICE • • . 

On the tenth day of d*elinquency a late notice is produced and forwarded to 
the borrower. This notice includes permissable late charges and reflects 
the total amount due. (See example on facii;ig page. ) 

FINAL NOTICE 

On the twentieth day of delinquency a final or second notice is produced 
and forwarded to the Student Loan Servicing Center collection division for 
action. Dependent on individual account experience (frequency of delin- 
quency, etc. ) the collector determines whether the notice should be mailed 
or if a personal follow up is more appropriate. (See example on facing 
page. ) . 

PERSONAL FOLLOW UP 

On the twentieth day of delinquency personal follow up will be implemented 
and continued at five day intervals thereafter. All collection prpcedures 
will be employed which .are consistent with normal collection practices. 

LATE CHARGES 

Late charges as permitted by law will be assessed for failure of a borrower 
to pay all or any part of an installment within ten days after it's due date. 
Payment of late charges may be waived at the discretion of the Lender or 
the Service Center. All late charges collected will accrue to the benefit 
of the lender and credited to it's account periodically. 

EXTENSIONS 

The Student Loan Servicing Center reserves the right to allow extensions 
consistent with the regulations which may be necessary for orderly liquid- 
ation of a loan. There may be occasions when the lender is asked by the 
borrower to permit extension of a payment., If this occurs and the lender 
is satisfied that the request is Valid, details will be reported promptly to 
the Service Center by the lender in writingf" 
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COLLECTION PROCEDURES 



REFINANCES 

Any request for refinances to increase or reduce payment schedules 
should be referred. by the lender to the Student Loan Servicing Center. 
This is necessary to maintain proper control of the account and insure 
that a I'efinance conforms to. the regulations and does not jeopardize any 
claim rights under the insurance. 

DEFERMENTS 

Requests for deferments will be handled by the Student Loan Servicing 
Center. Upon receipt from borrower of acceptable proof of eligibility 
for permissable deferment the Service Center will reconvert the Install- 
ment Loan to the Student Loan Interim System on an individual interim 
note basis.' The center will then continue to bill the government for 
interest benefits for the period of deferment. At expiration of the defer- 
ment period the notes will be again converted and serviced in a payout 
status. 



CLAIMS 

Acting as agent for the lender, the Student Loan Servicing Center will fiL 
death and total disability claims upon receipt of official evidence of death 
or required medical evidence of total disability. Default Claims will be 
filed when it is reasonable to conclude that the borrower no longer intend 
to honor his obligation and failure to repay persists for 120 days in the ca 
of a loan repayable in monthly installments or in 180 days in the case of a 
loan repayable in less frequent installments. 
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MONETARY TRANSACTION ADVICE 
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STUDENT LOAN INSTALLMENT LOAN - MISCELLANEOUS 

MONETARY 
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■ •ico^Ni' >i6. 
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DEBITS 


TRANCD 


CREDITS 


«E\tA«K^ 
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Apply to loan balance 
















5507 






7707 






Apply to late fees 
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COLLECTION PROCEDURES 4-8 



PAYMENTS RECEIVED BY LENDKR 

There may be oirahiuns when the burr(>'.v«T will make payments to the 
lender. When this occurs, the lender will retain the payment and late 
fees if any, and prepare a monetary transa^ tion lurm to be lorwarded 
promptly to the Service Center. (See examp^le u\\ facin^^ P'l^e. ) V 
Borrowers should however be encouraged tu remit payments directly to ^ 
the Student Loan Servicing Center. 

The monetary tr*ansaction form is self explanatory, however the following 
explanations of certain information m.iy be helpful: 

Date - This is the date the lender received the payment 
Dealer No. - This is thr number an signed to the lender by 

the Service Center 
Account No. - This is the borrowers account number 

Enter the amount received m the credit column opposite tht? appropriate 
^ran code: 

Tirancd 7716 - Credit to Loan Balant t" 
Trancd 7707 - Apply to Late KlM•^, 

RETURN ITEMS 

There may be occasions when a check the lender art epted in payment on 
a borrower's loan is returned and the lender may not be able to recover. 

^Sh ould this occur, prepare a monetarAL tr^yn^arfynn j'orm mxtT^t- fh.> 

.previous credit to the borrowers account and forward promptly tu the 

. SeW-ico Center . (See example on facing, page. ) 

Enter. the amounts to be charged back to the act ount ;n the debit ^ olumn 
opposite the appropriate tran code,'.: 

Trancd 5514 - Debit X^oan Balance 

Trancd 5507 - Debit Latr Fee^^ * 
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LOAN INDEX 



4-9 



03 2'6 1 2*0 05 7*0 ; j j 6544 LOAN INDEX - instaiment tOAN 



22f5«2 1030573 \ 
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LOAN INDEX 
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This report will be produced for each existing payout loan and new loans 
converted to the Student Lioan Servico Center Installment Loan System 
and will be forwarded to the lender. It provides the lender with a com- 
plete record of each loan in a payout status, and if filed alphabetically, 
serves as a cross reference for all reports in account number sequence. 
(See example on facing page. ) 

CONTENTS 



Column headings on the report are for the most part self-explanatOry, 
however, the following detail clarifies certain headings uded which may 
be of interest to the lender. Most of the other areas are used by the 
Service Ccntev for interest billing and collection procedures. 



COLUMN HEADING 



BRIEF DESCRIPTION 



DEALER NUMBER 
FREQ 



Bank number assigned to lender 

Frequency - payment schedule 
code (only one applicable to 
studenC loans) 1. Monthly 



AMOUNT OF NOTE 



Principal plus student^s share 
of interest 



DISCOUNT 

LIFE INSURANCE 



Interest due from student 

Interest (partial subsidy) due 
from government 



NET PROCEEDS 



Disregard amount in this field 
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TRIAL BALANCE 



4-12 



This report i^ prodiu rfi ami iorwd rdi'd ti) tJu- li'rulrr monthly. The ro- 
^port ;s in .i.<.c;unt »iuti;ht r st qui'iu i' arui rontams two liiu's oi int'ormation 
pfi' iii «. ount, (Si'i- I'xarnplk* on lai inj» pai»t'. ) 

PURPOSE 

Provides a < omplfti* listing; all ai tivi* avi ounts, printed with totals. 
The trial balann' is (ifsi^ruui to handU* the greatest percentage of inquiries 
about an ai count as well as beinj^ a referent e point for such use as 
quoting rebates ft^r act ounts. To support the information shown on the 
trial balance durmt; the eourse of the month, a cash receipts journal is 
produced daily, updatini; pert.nent information t>n accounts which have 
had activity. Thr lash receipts jcjurnals are forwarded to the lender on 
a wet'kly basis. 

CONTENTS 

Column heading M <;n the report are lor the most part self explanatory 
howfver the foUouin^ detail briefly explains certain headings used which 
may be in que^Jtion and of interest to the lender. 



COLUMN HEADING 



BRIEF DESCRIPTION 



DEALER 



Bank number assigned to 
lender 



'PURPOSE 



First two digits peircentage 
of loan eligible for interest 
benefits (partial subsidy) 



Second two digits percentage 
of loan eligible for special 
allowauf e 



PY SCH 



Payment S( hedule Code (only 

one applndble to student 

loans) 

1. Montlily 



LATE CHCS PAID 



Amount of late charges 
collected by the Service 
Center for credit of lender 



LT CHGS WAIVED 



Amount of late charges waived 
by Center or Lender or col- 
lected and retained by Lender 
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TRIAL BALANCE 
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COLUMN HEADING 
10-29 

30-59 

60 + 

AMOUNT OF NOTE 

DISCOUNT 

LIFE INSURANCE 

DY REBT CHANGES 

UNEARNED AMOUNTS 
DISCOUNT 

LIFE INSURANCE 

TOTAL 
DT IJ^ST MONETARY 
DT LAST STATUS 



BRIEF DESCRIPTION 

Number t>f times 10 to 29 
(lays past due 

Number of timers 30 to 59 
days past due 

Number of times 60 or more, 
days past due 

Original principal plus 
students share of inter<?St 

Original amount of interest 
to be paid by student' 

Original amount of interest 
due from government 

. f 

The day of the month tiie 
next rebate amounts beeom^i*^ 
e ffe etive 



Amount of rurrent and next 
unearned interest due from 
borrower 

Current and next unearned 
interest due from gcjvernment 

Current and next total of un- 
earned amounts 

Month and day of last mone- 
tary transaction. 

Month and day of last status 
transartion 
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TRIAL BALANCE 



4-14 



COLUMN HEADING 



BRIKP^ DIvSTRIPTlON 



MT 



Type ol Ltj^t muru'tary trans- 
action 

P - Payment 
D - Miscellaneous debit 
C - Miricellaneous credit 
R - Payment reversed 



FLAG 



Acco^it Flag 

Gl - Special allowance 

G2 -^4ntere3t benefits 

G3 - Both special allowance 



and interest benefits 



, TOTALS 



DEALER TOTAL - Lender's number of accounts and the accumu- 
lation of outstanding balances 

BANK DISCOUNT - Total of all rebates e. g. unearned interest- 

AMOUNT OF BALANCE SUBSIDIZED - Total amount of principle 
balances eligible for Special Allowance. 

AMOUNT OF BALANCE ELIGIBLE - Total amount of principle 
balances eligible for interest benefits (partial subsidy). 

TOTAL ON FISL - Total amount of prim-iple balance outstanding 
on Federally Inaiired Student Loans, 

TOTAL ON USAF - Total amount of principle balanc e outstanding 
on United Student Aid Funds Loans. 

TOTAL ON SAGY - Total amount of principle balance outstanding 
on (State Agency) State Operated Student Loan Programs. 



/ 
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CASH RECEIPTS JOURNAL 
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CASH RECEIPTS JOURNAL 



4-16 



This report is produn'd daily and U^rwardt'd to tht^ Ifiuh-r workly. The 
rt'port IS :n ac count number si'qunu c and providi's a di-tail listing ot all 
mont-tary transaction activity whu h suppl«»mfms thi- trial balance be- 
tween trial balance runs. It shows the action taken on each transaction, 
balances after updatint:, and a picture of the next installment due. The 
c a.sh receipts journal eMdern. es tho credits and debits made to the 
lender's account for pavrni-uts and late tees received, 

CONTENTS 

Column headings on the report arv fur the most part self explanatory, 
however, the folI«Aving detail briefly explains ^ ertam headings used 
whu h may be in que,-,tion and of interest to the lender. 



COLUMN HEADING 
CONTROL 

DEALER-ACCOUNT NO. 

NAME 

CURRENT TRANSACTION 
TRAN CD 

LATES 

OWING 

PAID 

WAIVED 



BRIEF DESCRIPTION 



Lender number and borrow- 
er's acc ount number 

The first nine letters of the 
borrower's last name 



771.5 Payment received by 
Center 

7716 Payment rei eivc-d by 
Lender 



Amcnxnt of i har^es owing 

- Amount of late ( barges paid 

Late charges rec eived by 
Lendf-r or waived by Serva e 
Center or Lender 
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CASH RECEIPTS JOURNAL 
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COLUMN HEADING 



U^TES 



HISTORY 



TOTALS 



Prev - NBR 



NBR ■ 
NBR ■ 
NBR 
New - 
NBR 
Prev 



NL 
Adj 

• Pd 
NBR 

• Diff 
- Amt 



Amt - NL 
Amt - DR 

Amt - DLR DR 

Amt - CR 

.Amt - DLR CR 

New - Amt 
Amt - Diff 
Lt - WVD 

Lt - PD 
Misc - DR 
Misc - CR 
Lt - Assd 
ADJ - DR 
ADJ - CR 



10-29 
30-59 
60 + 



\MUK fi)esc :hip tion 



NxmibtT of tinu's the loan 
uas 10 to 29 day^i Uite 
Number of times the loan 
wati 30 -S9 days late 
Number ot times the loan 
was 60 days or more late 



- Total number of payout loanri serviced prior to 
posting 

- No. of new loans going on system this day 

- Number of adjustments this day 

- Number of loans paid in full this day 

- Total number of payout loans serviced after posti-hg 

- Difference in number being serviced 

- Total outstanding balance of loans serviced prior 
to posting 

- Amount of new loans processed this day 

- Total of all debits posted by Service Center 

- Total of debit advices received from Lender 

- Total amount of payments received by Service Center 

- Total amount of payments received by Lender and/or 
rebates on unearned interest 

- Total outstanding balance of loans after posting 

- Not applicable 

- Total late fees collected by Lender or waived by 
Service Center or Lender 

> Total late fees received by Service Center 

- Total of miscellaneous debits posted 

- Total of miscellaneous credits posted 

- Total late fee assessed during this days processing 

- Total amount of debits initiated by the Service Center 

- Total amount of credits received directly by the 
Service Center 



The formula for arriving at the total amount of money du.- "Lender" is: 
Lt-PD less ADJ-DR plus ADJ-CR = Total Amount Due Lender 
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DELINQUENT ACCOUNTS REPORT 



4-20 



This report is produced weekly in account number sequence and contains 
three lines of information per account. It provides a detail report on all 
accounts 15 days or more past due. In addition, it is used to report pay- 
ment activity on delinquent accounts and accounts which have become past 
due since the last complete delinquent report. (See example on facing 
page. ) 

CONTENTS 

Column headings on the report are for the most part self explanatory, 
however, the following detail briefly explains certain headings used which 
may be in question and of interest to the Lender. 



COLUMN HEADING 
PURPOSE 



BRIEF DESCRIPTION 

First two digits percentage 
of loan eligible for interest 
benefits (partial subsidy) 
Second two digits percentage 
of loan eligible for special 
allowance 



10-29 
30-59 
60 + 

MAT DT 
AC FLG 

#DL PYM 



Number of times the loan was 
10-29 days past due 

Number of times the loan was 
30-59 days past due 

Number of times the loan was 
60 days or more past due 

Month and year of maturity 

Account Flag 
Gl - Special allowance 
G2 - Interest benefits 
G3 - Both special allowance 
and interest benefits 

Number of payments paid 
direct to Lender 



LATES WVD 



Late charges paid direct to 
Lender or waived by Service 
Center or Lender 
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ACCRUAL REPORT 
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ACCRUAL REPORT "^"^^ 



This report is produced monthly and provides accrual figures for interest 
due from borrower and i^overnment. It summarizes the amount of interest 
earned during the month based on the 78th's method. The line headed 
"Disc" is utilized to reflect the accruals of borrower's interest. The line 
headed "Life" reflects the interest accrual on loans, eligible for partial 
subsidy (interest benefits) due from the government. (See example on 
facing page. ) 



CONTENTS 



COLUMN HEADING 
PREVIOUS UNEARNED 



BRIEF DESCRIPTION 



- The unearned interest of all 
loans now on the file as it was 
on the first day of the month 



CHARGES ON NEW LOANS 

REBATES 

ADJUSTMENTS 

CUMULATIVE UNEARNED 

CURRENT EARNINGS 
CURRENT UNEARNED 



" Total interest due of all new 
) loans converted to payout- 
during the month 

- Total unearned interest re- 
bated during the month on 
prepaid loans 

- Any adjustments made during 
the month 

Unearned interest at end of 
month 

- Interest earned this month 

- Net unearned interest at 
month end 
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PA ID A ceo UN TS RE PGR T 
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PA ID A CCOUN TS REPOR T 4-24 



This report is produced daily in alphabetic sequence, and forwarded to 
the lender weekly. It provides a listing of ail paid-in full accounts for 
use in the internal bank functions such as releasing of notes to borrower. 
(See example on facing page.) 
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TAX INFORMATION 
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This tax notice provides borrowers with mtej^eat charges for income tax 
purposes. It is produced annually for all active accounts. When a loan 
is paid up during the course of the year, this notice is produced for that 
account on the day it is paid off. 

These tax forms will be forwarded to the lender for distribution to theii 
student loan borrowers. (See example below. ) 



TAX INFORMATION .NsmMENiLOAN 



IN OBOER TO AS^i'^iT r',\, /(.'m r;,.,H iSClVc TAX HF*i.-HN. WE A«E PRaviO'UL. TmiS >Hf■■'M\•k^ :S Ar) '■ ^.n S'jTA^- 
MEHTUOAN. AN> ..-ESr JN'^ V^n:EFVS;N. 'ME - A.: A'-^S :.f A TAX iJEDXTilN '.Mu.LDBL m.rEh«eo >_F< TAX 
ACCaaNTANT The STE«',A, SE.\ES„f ^.^Rs/ice / . 
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February 7, 1«^75 



Tht* tlimorablfi LTcyfi Bentsen <-i \ ^ 

!*nit»Hl- 5*t.;t.M3 Senator 

9;:: Fvileml Bui li' Inn ^ 
Austin, Texas 78701 

Pear Senator Pentsent 

rficlo?:pa i;; a lettrr that I received ^-om the HEW relative to the funding system 
vo ari' us In; for ft'derallv insured ?.tii*h'nt loans. Also enclosed arr copies of n 
1ft tfr from Vr. Kohl to our bank, my oriaijml answer, and a letter which I requnated 
fror **r. Ko'jl by telephone. Althou.^.h ^p1tis nltuation concerns ne for the benefit of 
T.-.y ovn cnr.pmv, T am even more concerned for the state of affalrfl under the Federally 
in«urc*J iltM fi-nt l oan Prop,ram. 

"Hie FeJerally Infiurcd Student Loan FroRram is now approaching a $7 billion program. 
Default rat'^o are eKtremply hlp.h and the entire proRram has been fraught with 
prcbleips «iiuce- its inception. Instead of attacking the real problems, the Tlepart- 
nent of Health* Education and Welfare has continually "nit-picked" itemn rucU as 
the -f'ng dlitancc lending program ae is discuened in the enclosed letters. 

To be<;in ^;ith, the- Office of Hducatlon does not have the authority to decide which 
Btudur.ts do nr.. which students do not Ret federally insured student loans, regis- 
latloa provide.- r!iat any student who is erroiled^ in >r.ood standing, at an accredited 
institution on at least a half-time basis and is a citizen of the TniteH Statph- ny 
be eligible for the loan. It also provides that the bank or lender, whoever that 
nay be, wlH nake the decision as to-j^ipther or nojf to paVe one of thcKe loxin?;. 
Since there is no provision for direct control, the HEW continually tr^.es to rennlate 
bv Innuendo as opposed to specifics. This is where the real nroblen begins, n^e 
of tbo priTiry purposes of the loan wan to qualifv students ijhfi were unable to obtain 
cre<!it due to their age, background, and lack of brrrowin;^. hir.tory to borrow norcv 
to iurthor their education. This, in turn, would take thi» r.train off the Covorn- 
merit for prints and loan mone.y and^cnly the problerr?; relative to paylnr the p.uarancoe 
would rcrinli. However, since the current default rate is high, the ITW contlnuallv 
claiT^s that bankr. did not use due diligence in naking the loann (the whole purnos*? 
of tho -fuar.intce is to provide credit for people who othon-'Ise could not obtain 
credit) or lid not use. due diligence in collecting the lo.m. The VV\\ hai never 
provided specifics relative to defining due diligence. I'cnce banks and other lenders 
iiir,:;jlv shv away from the loan becauJie of its low yield, its hi'^h administrative 
expen.:e, and the problems relative to whether or not the guarantee ie really a 
guarantee . 



1 8 1) 



183 



lebruary 7,1975 
P.i>?.e iwo 

Iht 'aavS contlniiallv clnlr.fd tluiL thv-o loiins fth.^ul.i ra.io bv hnnVh "for th»^ 

rood of the rountry" and should not: bo IcoVcd upon a-i "r<^nrv naktnj:" loan?;, '^hev 
refuse to accept the fact that their rcrtilatlons , and roreovnr their InnuendoB 
nllndin?, to what uuiy be Interpreted frori the repulationR, caunie the adnlnlstrotlve 
costs to be three and four tlir.ca as hiph as the adirlnlstrntlvo costs on other lor.ns. 
The bank cannot have, a known InterotJt rntp Roin^'. Into the loan sirtce thp on]y thlnr> 
thci HI'V: will p.uarantec is a 7% yield. The maxinir. a bank could expect would be W 
which in recent hintory would be far below the necensarv vield, ospeciallv considering 
the hlph administrative cost. The nethod of picl'.lnR the interest rato. between 7 nnd 
lOr has been admittedly n "dart throw". Banka Birply do not iraUe loans based on 
"v;uesHtitr^tes" of fxiture interest. 

The innuondor, and vcilrd threats reTatlvt- to the p.uaranteea have continued to dfcreaae 
r.ht' number of outlets for federally insured loans and have left the loan with abKo- 
lutely no credibility from lendinR institutions. The only institutions that will 
r.ake these leans are those that do it under presKure.. The pren;=:Tire rav be fron 
indlviduala who have larpe accounts at the bank Chcnco t>ie student doesn't need the 
loan anv wqv) or the pressure irny be from the school itself. laws are written which 
prohibit pclnt.s, pcemiur.s; , or other incentives to be plvtin to the bank (by the sc'aool) 
for rakinf^ gucH loann. Since the Hl'.W knows that, in fact, CheBe loans do have nn 
unpalatable yield, banks that do irale the loann are nxiterat Ically suspect. The only 
way a bank could make raon>y out of this type of loan is to do it in nass volume r,o . 
that they c.tn have specialists who develop procedtires te a fine sclrncc. Yet vhcu 
this is donn, the accuses the Si;hoo]s and banks of havlrJ' an "arrany^errient" uhlch 
is autoiratically Insinuating that they are not following rerulations, even thoxiph 
all business done anywhere in the United f.tates at any tiire Iq by "arrannrirent" . 

If, in fact, it is the Hovernnent's intention to ellmlnnto the federally insured loan, 
I think it would-be well that the Coverntnent foret'arn thrf.e who rav de<?lre to parti- 
cipate in this program. If, In fact, it is the GovL-rnrenr. ' s vlsh to nake the lo?n a 
credit loan, then whv not remove t\u\ guarantee anyway'' Students who have credit could 
pet the loan to begin V7ith. The orSRinal act was passed Vnmclnj; that defaults weuld 
occur. These defaults Were theoretically to be considered the sare as a p.rant for 
those students who could not rake ttie paytnents. If, in fact, the defaults were not to 
he nrantr,, then strict rules for collection should be proposed for legislative action. 
The banks and other lending instltutlonb should not be told on the one hand that chey 
are to help the country by helpinp, educate its youth, and on the other hand if they 
do they run the risk of having their guarantee revoked because of lack of "due dili- 
gence" . 

If the Government truly wants to collect the past due defaults, it could do 8^ through 
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thr: Internal Revenue Service, or thi! fooial Scciirity Syfiten. Roth of these 
ant J ties provide vehlclec vhereln etudcnta vho default for n valid reaoon (did 
not i:et whrt they paid for and were not capnhle of upRrndluR fheir Income level) 
vould poy back the default anywo- out over a much lonj::e.r period than studenta vho 
do faulted t. Imply becaujje they Unew nhey could bilk the Coverrircnr that way. Anr\ ers 
to why thlf couldn't be done have r.inf.ed anywhere from "Are vou kiddlnp., two ar.encles 
of the\U. S. Governnent vork. togethtir" to the IRS Baying "There la no room on our 
fornc to ptovlde collection data". With several billion dollnrrs at stake, T cAnnot 
underutand the Interpal Revenue Service refusing to reprint Its formG (no matter 
w!tr.t It cofta) if thlH almple revlsLon Is all that Is necenaary to accompllPh the 
taf V . 

As you can net* from the enclosed letter:!, we participate In tlilB proRram In a 
relatively small way. One of our cnmpetltora has uced up to !>T20 million worth 
ol federally Injured loans. This auhool and others have in rffect carried their 
oun r.uarant Co and have not subnltted some of their paper In order to keep pood 
relatlrnfi vith the fiovernnent and with the banks. However, clue to the fact that 
the tiKvv cortinually cuts off each lending source by one vehicle or another, the 
ca^h fJ.ov for all schoolc , whether i:hey be proprietary or univeraltv level. Is 
Rolnr. doun. Tlilfi has the three-fold effect of (1) elimluatlnR a nurl»er of edu- 
cational Irstltutlons when. In fact, we need r.ore educational Institutions, (2) 
caUHlnr, tlinc Jostltutlons who Are left to he .so ti^ht on r.oney that they c.nnot 
afford to |-rovlde a quality educatlun, .ind (3) ;lufit an imjiottant, the threat of 
ir^bnlve defaults In the r;infTe of hundreds of mllllcnB oT dollars to he returned 
to the Govtrnticnt for nelf preaervarlon of schools Involved. 

I h.ivc serxed as a Consultant to thi; Corunis'iloner of Fdiicntlctn on tlio Fcderrllv 
Insured T.orn Pror.ram 'for the past ynor. One of our F.oard rcriiers nlr.o Fcrvfd an 
ene of f.cvfn Consult arts to the Coirnlsji loner of rcucation on fndnrallv lnnurc<d 
lonnr? for the paf^t year and current 'y nerves on thv. Advisory Counctl of Flnrncln^ 
Aid CO Stm enta of the Office of Education. Our Financial Aid Officer servcH cn 
iranv ntate, regional and national financl.il aid advisor" coTrr.lttees . Yet the VVV 
continuall> admits "Yep, we got a problntn" but docm't do anything about it while 
the "problem" chat they are relatin;; to grows by m.cre than a billion dollars per 
year. 

Tliere are teveral very almple things that would make the prrprart work. They are 
as follows; 

1. Increase the interest rate of the loan to entice lending Institutions to 
consider this a favorable alternative, .ind make the Interoct actuate with the 
times on an eatabllahed formula compatible with the banl.inii Industry ao th»t hanks 
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wcuM not lavi to >;ueH!i nt thtiir futun liiiulfMty. 

2. rn:Tert the federally Infiured lo.xu In the capital adequacy section of the 
bar/Kinr lave ho that theoc lows would benefit the banks. 

i. ProvMf strict Ruidollnes for borvlclnR procedures and tnake then to conforrt 
to nof.;.'il 1 art and Installtr.ent lonn procedures. 

-rt u> n ny'.rcT, vlu-reln the sttuimt pnvft Intt-robt or at IcuFt BiraU principle 
• i- vMTf'jr. school and lirncdf ittdv rl^rrjiftrr ro that he cannot later clalw 
r'ra \o tl.. u ^t tho Covotnront vas .'.Ufr\}* I-ir a jrmt. Thfr. vould nino plvc; the 
K :-,. i r. .. rd cl the fiMidt-nt's f^v: -rt haMts an<i an opprtrtut lty to vork with hJr. 
bi- i.i. U' ciK cur <>f school. The bank would have no rore than cnc p^cnth Inp tlt^e 
bolori> dl-cvrrfnr. that a ntudcnt har. chanr.ed hifl addreBR. Tnder prenrnt roRulatJonr, 
cont.xt ui:h thn student If; difficult ta maintain since hin non-paynent statun spans 
the length of tltr^e he is In school In addition to nine ironthg thereafter. 

5. r:e^-.ntlitc an arr.nngrnent with the IR"=; or Social Security fystem which would 
W retroact ive and thuc eventually collect all clalirs turned In by the hanka. 

fi. Pay clilrx. It.nrdiately upon verification of meetinr, the due dlllponce requlre- 
Ttu'nt.-: a-i E>eclflca!ly outlined. 

iho'.«' mnid elln lnato the need for ax-.v school to mnhe -rranf.enr ntfl vri th lend/np, 
iiistitutiois and would rerdve the rountains of rl.V.rs. U wtmld also furnish an 
rctho.I of fim:nclnr. education for country's- vcuth, ns well aR those who 
nern rrtralnln". Fducatlon cannot be used an collateral and root educntlonnl ir«5tl- 
tutlnn . ar> inherently poorly flnarced. Thus, the avallahiUty of funds for stu lent 
firwuiclnp. U the only way to r^ake f.ure that educational institutions thenselves 
survive without cioro and rore federal assistance. 

"^o .-.hoVf lata It: Ipiportnnt to irc both an a l ueincf n TT>nr. and aP a cltizcr of the 
Inl'Td i^taten interested in falmers to our ta5>i>cr:i and educatien of our youth. 
: vlU be r1/ad to Tnect with you and talk about alternatives; and work with you ir any 
way possible to r.et the proper chuir.es ir^de. Tt is lir.portant to our country from a 
financial viewpoint, as well as »n educational viewpoint. 

Yours very truly, 

B. B. Elkins, 
President 
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-or.c^bTo .i^tlt-':! AH'I lark of rp5w>n<-'bnit.y bMpf- •"•f'l W T-or^^ient^ nP ^t^Hrnt 
'•V'fl^nt loan profr^r . 
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February, 1975 



Student Loaji.s and Ban}.ruptc>- 



The growing default rate of student loans is a matter of considerable 
concern to everyone interested in student loan programs. Nfuch thought has 
been Sven to ^ys and means of iinproving the default rate but it is a difficult 
problem to deal with because it may well be related to such matters as social 
climate, campus attitudes and other hard to define, hard to measure factors. 
There is one part of the default problem, however, that could be dealt with 
effectively through legislation. Tliat is the matter of bankruptcy. 

^.-hile it is true that, so far, only a small proportion of student loan 
defaults are attributable to bankuiptcy procedures , this P-oportion 
ranidly as nore and more student loan borrowers become aware of the ayaiiaDiiity 
of^ihe b^^Stcv route. Unless steps are taken to close this oophole the 
bankniptcy p/oblem could grow to a point where it might ^^riously damage and 
possibly destroy the student loan programs. If this were to happen, uould 
have disastrous consequences to the ovenvhelmmg "lajoritr of ^^j^^f^^ ^^^^^^^ 
borrowers who are conscientious and want to meet their moral and legal student 
loan obligations. 

united Student Aid Funds, as a not-for-profit, tax °^^^=f„^™ 
with the sole function of helping students borrow money for higher education, 
is much concempd with the baJik^ptcy question as at P""^"^ " = i„„ 
UniWd Student Aid Funds is the only private guarantor of «"fent loans operating 
nationwide. It also is the atoinistrative agent for *e student loan^progra^ 
of several states. Since it began its operations in 1960, United Student Aia 
?unds has gJ^aranteed more than 500,000 student loans totaling about $400 
millions. 

Because of our deep interest in student loans, we have prepared a paper 
on the subject of student loans and bankruptcy. We are pleased to enclose a 
copvLd will be glad to supply additional copies upon request. hope you 

Mke tie .isal to read this paper and, if yo.'. share our view, do what you 
can to help achieve legislative action. 



crVj'^'Mrms 
Knclosure 



Charles W. V. Meares 
President 
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UNITED STLJD£>fr AID FUNDS, INC. 



Student Loans and Bankruptcy 



A matter of considerable concerA to all those interested in 



keeping student loan programs alive and thriving is the default rate. 
It has risen to a level, particularly where the giiarantor is the Federal 
government, that would have been unthinkable a few years ago. Even in 
the private and state sponsored programs, the default rates are much 
^^igher than they used to be, although they are considerably lower than 
the Federal rate. For example. United Student Aid Funds, the only 
private guarantor operating nationwide, is currently having to buy as 
"defaulted" about 61 of its matured paper. iVhile this is well helm the 
Federal level of between 14% and 18% (exact figures not available but the 
Office of Education has publicly stated this is the range), it is still 
considerably higher than it was a few years ago. 

The increasing awareness of the default problem is causing 
strenuous efforts t6 be made to prevent defaults irt' the first place and to 
pursue vigorous collection practices after they h^ve occurred. The latter 
includes an increased use of professional collection agencies. Lamentably, 
more and more defaulters are frustrating th^se efforts by seeking the haven 
of bankruptcy. Thus they can entirely avoid repayment of the student loans 
that enabled them to attend college and other institutions of post-secondary 
education (vocational schools, etc.). In most cases, this is obviously a 
gross misuse of the bankruptcy laws. If it is allowed to go on, it could 
very seriously damage all student loan programs, as practically any student 
just emerging from college with a burden of student loan debt can dononstrate 
that his liabilities exceed his assets and thus can avail himself of the 
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privileges of bankruptcy'. We don't have any figures for the Federal 
government but for United Student Aid Funds the facts are as follows: 
851 of our defaulters who take advantage of the bankruptcy route do so 
within three years of getting out of school. It is apparent, therefore, 
that such bankruptcies are produced by the student loans themselves and 
not by the hazards of business undertakings or other circumstances 
normally contemplated by the bankruptcy laws. We have seen many cases 
where student loans represented more than 90% of a bankrupt's liabilities; 
60% to 70% is commonplace. 

Because this increased misuse of bankruptcy has troubled a great 
■many people, there have been suggestions from several quarters that the 
bankruptcy laws be amended to except student loans from the usual discharge 
provisions of such laws, at least for a five-year period following cessation 
of studies. The Commission on the Bankruptcy Laws of the United States was 
sympathetic to these suggestions and incorporated such a provision in their 
proposed revision of the laws submitted as part of their official report 
which they made in July, 1973. On October 9, 1973, Repres^pntatives Edwards 
and Wiggins of California submitted to the House of Representatives H.R. 10792, 
a revision of the bankruptcy law, modeled on the Commission report, which 
included in Sec, 4-506-(a), a provision excepting fran discharge "(8) any 
educational debt if the first payment of any installment thereof was due 
on a date less than five years prior to the date of the petition and if 
its payment from future inccsne or other wealth will not impose an undue 
hardship on the debtor and his dependents." A companion bill 'in the Senate 
contained the same provision. 
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In view of the more-or-less universal hanJuTinging that has been 
going on over the abuse and misuse of the bankruptcy laws by students, one 
might expect that this proposed provision in the revised law would meet with 
general enthusiastic acclaim. Strange to say, this has not been the case. 
True, there has not been, so far, concerted opposition, bCit neither has there 
been much whole-hearted support. The tv-pical reception might be described as i 
•'damning with faint praise." In some quarters, wl.ore strong support might 
have been expected, a hands- off position of neutrality seeras to be developing. 
Without vigorous support. Congressional aeon may well not be forthcoming. 

Why hasn't the proposed change generated greater support? The 
principal reason seems to be a reluctance by a number of people to add to 
the already long list of "exceptions from discharge" and the feeling that the 
change would create two classes of creditors: first class and second class. 
The argument goes "Vsliy should a lender who provided funds for college tuition 
be paid in full while a lender who provided funds for the purchase of an 
automobile to enable the student to get to college is forced to accept perhaps 
as little as 5 cents on the dollar, or even nothing?" 

JUe counter-argument, of course, is that a proper distinction can 
and ought to be made between student loans and other kinds of loans. Student 
loans are made at low rates of interest and represent, at best, a non-profit 
endeavor for the lender. Mostly lenders lose money on them but are willing 
to make them solely because they serve a very worthy purpose for the public 
good. Other kinds of loans are usually Made at much higher rates of interest 
which allow not only a profit margin but 61so a margin for loss. There are 
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two principal arguments for excepting student loans from bankniptcy dis- 
charge, one being the low interest rate and the non-profit nature of the 
lenders' operation. The other is that anyone lending money to a student, 
who has no collateral and no earnings, is obviously doing so on his faith 
in the student's future earning potential. The student knows this, enters 
into the arrangement voluntarily on this understanding and, therefore, should 
not be entitled to relief except in cases of real hardship. And even hardship 
should usually be a reason for postponement, not for forgiveness. 

In our view, the present law is unwittingly creating an intolerable 
situation. Bankruptcy was never intended to provide an escape hatch for 
student loan borrowers who quite knowingly mortgage their futures, futures 
which are usually much brighter financially as a result of the mortgaging. 
Wiiile so far the great majority of defaulters are not filing for bankruptcy, 
the practice is growing and represents a considerable threat to the integrity 
of the entire student loan program. With inflation, the larger families of 
the post-war years and the rapidly rising costs of education, all the signs 
point to a greater need than ever for student loans. It would be a national 
disgrace if our inability to close the bankruptcy loophole should lead to 
the debilitation and perhaps abandonment of programs that are so essential 
to the continued well-being of the nation's education process. We must not 
let the great majority of student borrowers who are faithful in carrying out 
their legal and moral obligations be deprived of the opportunity to make 
student loans. 

Giarles W. V. Meares, President 
United Student Aid Funds, Inc. 
20^ East 42nd Street 
New York, New York 10017 

February 3, 1975 
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Senator Pell. Tlie lieaiing of this subcommittee is recessed until 
the call of the Chair. 

[Certain information supplied for the record in the interest of econ- 
omy was no: printed but may be found in the files of the subcom- 
inittee.] 

[Whereupon, at 11:28 a.m., the subcommittee recessed, subject to 
the call of the Chair. ] 
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